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How Great Is the National Fund from 
Which Taxes Must be Paid? 


By F. W. THorRNTON 


This question does not mean how great is the total of the 
income of companies and individuals as defined by the tax laws. 
The fund from which taxes finally must come is the sum of 
the values of raw materials produced, the amount added to the 
value of raw materials by elaboration and the net profit from 
foreign transactions, before deducting wages or compensation 
to capital employed. Out of it must be paid taxes and cost of 
living, including deterioration and destruction of existing prop- 
erty, the residue being the addition to the capital resources of the 
country. I know of no other significant source of natidnal income 
out of which taxes can be paid. This total is not identical with 
the figure that would be obtained by totaling all income subject 
to income tax, together with the incomes too small to be taxable, 
but is far smaller. In each year, to much of the national income 
the income tax is applied twice, three times or more. 

Consider the case of a taxpayer reporting $200,000 yearly 
income; out of that income he pays a chauffeur, butler, servants, 
all of whom in turn report on their income the amount so paid 
to them although it has already been reported by the employer — 
who cannot deduct their salaries from his taxable income. 

The employer reports $200,000, his employees report a large 
additional sum. There is only $200,000 among them, but it 
passes through several hands, the passage, for taxation purposes, 
being through a one-way valve, like the rectifying tubes of a 
radio apparatus. It is income to the receiver but not an expense © 


to the payor. 
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Suppose the employer and his servants should make a consoli- 
dated report — of course they would not be allowed to do it, 
but if they did, the total for all would be only $200,000. 

Imagine the case of a bachelor having an income of $20,000 
and out of it paying his housekeeper $10,000. The two report 
between them $30,000 of income. After laying their heads 
together—metaphorically—they find a means of relief and marry. 
Now their joint income is $20,000 instead of $30,000. It never 
was more than $20,000, but the transfer was taxed as though it 
were original income. 

This is not the last time the money is taxed. Whenever any 
part of it is paid for living expenses such part of the amount 
paid as represents profit will again be taxable. Perhaps this is 
not immediately obvious; but assume that this man goes to the 
barber each day and pays 10 cents for a shave; the barber pays 
tax on that portion of the 10 cents that is not absorbed in trade 
expenses. Now the barber raises his price to 20 cents, all other 
circumstances remaining without change; no more work is done; 
no more wealth is produced; only a transfer of money occurs. 
Yet the barber must return $36.50 more income for taxation. 
Perhaps there are tips to the barber, too; and there is no more 
income among them than there was at first. 

It is even conceivable that a taxpayer may pay twice on his 
own inconte. Let the man who employs the barber be himself a 
plumber, and let him do work for the barber, charging a profit. 
That profit will be taxable and it may be derived from money 
in the hands of the barber arising from profit on shaving the 
plumber. If each of them should make a reduction of $10 in 
his bill to the other, each would have the same net income as 
before but would report for income tax $10 less. 

It may be said, then, that the taxation of national income 
is repeated in the cases of (1) all salaries paid where the payor 
cannot use the payment as a deduction from taxable income, 
(2) all profit made on sales or services rendered to taxpayers 
if of such a character that such taxpayers cannot use them as 
deductions from income and (3) all rent of dwellings less cost 
of maintenance. 

In class (1) are the salaries of all government employees ; 
and as some officers, senators, congressmen employ domestic help 
their salaries in turn are income under the tax law for the third 
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time, and in respect of profit made on their expenditures tax 
may be assessed a fourth time or more. In this class also are 
salaries of teachers in private schools; of college employees and 
professors in so far as they are paid from tuition fees; of doctors 
almost exclusively; of lawyers employed on personal cases; and 
of any others whose compensation is not deductible as an expense 
in the tax return of the payor. 

One curious case of tacit recognition of the duplication is found 
in the clause exempting gifts from tax. If a workman repairs 
a house, the material costing $50, and if $50 be added to the bill 
for labor and profit, then $50 is taxable in the hands of the 
workman. If the house owner (living in the house himself) 
should present the workman with another $100, there would be 
no tax on the gift; but if the bill had been $200 and no gift 
made the workman would have paid tax on $150. Here there is 
no difference even in the amount of money transferred and the 
house owner cannot in either case deduct the payment from his 
income. 

Then there are so-called “tax-exempt” securities, which are 
only partly exempt. Without question, money obtained from 
this source is paid to domestic help and also for purchases, the 
price of which includes a profit. In the secondary hands tax 
is paid on such money; and where the securities are owned by 
a corporation the income from them pays surtax in the hands 
of those receiving the corporation’s dividends. 

As to rent, the discrimination in favor of a house owner is 
proof enough. If I own a house and rent it to another and, on 
the other hand, live in a house which I rent from a third, I must 
report the rent I receive as income, but cannot deduct the rent I 
pay. Let us exchange houses so that I live in my own; I neither 
receive nor pay rent; my taxable income is reduced and nobody 
else has to report any increase. 

The tax is imposed not on income itself but on the transfer 
of income; the amount of income which the tax law recognizes 
varies, not with the amount of service rendered and received but 
with the amount of money that changes hands. Probably it 
cannot be otherwise. 

Here it should be noted that smaller incomes than those directly 
paying tax are absorbed in rent, all being directly taxable in the 
hands of the landlord or, indirectly, in the hands of mortgage 
holders. 943 
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The overstatement of income from 1916 to 1920, due to paper 
profit arising from inflation, is more generally recognized. It 
was greatest when prices were rising fastest. At present there 
is a little understatement of true income due to falling prices, 
together with some overstatement due to realization today of 
property held unsold during the inflation period and now disposed 
of at a price perhaps below peak values but above pre-war prices. 
Upon the whole, the effect of this factor on amounts returned 
for 1922 has probably been negligible. But in comparing taxable 
income totals for a period of years it counts heavily. 

Taking into consideration all the sources of duplication it 
seems reasonable to think that the total of individual incomes 
as defined by the income-tax law is not much less than double 
the nation’s true income, and that, conversely, the percentage of 
the nation’s income paid in taxes is nearly double what it appears 
to be if personal incomes are taken as a basis. 

It may be remarked that to reach this result it is necessary only 
that half the amounts returned should represent money already 
taxed in other hands; of this half rentals of dwellings alone must 
cover a large proportion. I believe city people generally pay 
fully one-fourth of their incomes as rent. 

In a book, Jncome in the U. S. A., its Amount and Distribu- 
tion, published by the National Bureau of Economic Research, 
some figures of national “income” are given which seem to be 
widely at variance with the amount of income out of which taxes 
can be paid. Two methods were used: one, a computation of 
income based on estimates of sources of production, and the other 
a computation based largely on tax returns. The adjusted differ- 
ences (page 29, vol. 1) were said to be less than 7 per cent. as 
between the two methods. 

However, in “income received,” all the duplications set forth 
herein are continued ; government expenses are said to be income 
producing; and while the incomes of doctors, lawyers, teachers, 
government employees are included in computation of incomes 
actually received, I cannot find any corresponding items under 
the computation based on sources of income. Surely these statis- 
ticians did not include in “income” any money received without 
taking up as sources of income a corresponding increase of the 
country’s wealth; but I cannot find it. All other “income 
received” is represented by additions to the country’s assets, and 
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must be if agreement between the two methods is to be reached. 
Perhaps this kind of “income” is buried in the item “miscellaneous 
and unclassified” (vol. 1, page 19). To specify as “national 
income” the services of a doctor would have looked comic if it 
had been classified. But if the services of a doctor be considered 
as “wealth produced” for any purpose, it is not such a production 
as furnishes money to pay tax. The dollar earned by the doctor 
pays tax in his hands and has already paid tax in other hands. 
His work may be a means enabling another to earn something, 
but that something will pay tax when earned and its taxable 
amount will not be reduced by the amount paid to the doctor. 

The services of the government may enable money to be 
earned, but again that money will be taxed when earned; so that 
a computation of the national income that considers money paid to 
ministers, doctors, lawyers, teachers, landlords of dwellings as 
“income” both in the hands of its original earner and in the 
hands of the doctors, etc., is useless for the purpose of finding 
the amount of income capable of furnishing money to pay taxes. 

If the earnings of professional men are “income,” then the 
sources of production must include some equivalent produced ; 
and that equivalent must be something out of which taxes can 
be paid. It is good to have your sore thumb mended, but can you 
pay a tax with it? ) 

Carry the thing to its logical end. Suppose a citizen pays his 
entire income to lawyers, doctors, landlords, teachers, etc., they 
and he, both, have to pay tax on it all. Have they rendered any- 
thing to the citizen out of which he can pay his tax? 

Let us admit that a benefit was received from the doctor; 
if so, a corresponding and probably greater loss was first incurred, 
namely, a sore thumb. Similarly with the lawyer; and the benefit 
from the teacher from a money point of view is only the provi- 
sion of tools to earn taxable money in future. The money we 
actually earn today includes the benefit derived from our teachers 
of yesterday, and, generally, benefits not providing present money 
profit are—from a money point of view—converted later into 
direct earnings and then taxed. We pay tax to the government; 
it enables us to trade and make a profit. Clearly the income 
produced by the government—if there is any—is included in the 
profit we make as a result of government activity, is fully reported 
as income by us and so taxed; and any statement showing income 
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produced by the government in addition to the income we produce 
and pay tax on is a duplication. 

The anxiety of the authors of this book to overstate national 
wealth is found in their contention that the work of women in 
the home is further “income,” although the amount is undeter- 
mined (vol. 1, page 57). It produces value, surely; but it is 
the combination of the woman’s work plus the man’s work that 
constitutes the earning machine, and the joint result of the work 
of both—again from a money point of view—is represented by 
the man’s pay envelope. At any rate, the entire money fund 
from which they pay taxes is the pay envelope. Suppose the 
man pays his wife a salary for her work—lIs there any more 
money between them to pay taxes with? But there might be 
more to pay tax on. 

The statistics of the N.B.E.R. remind one of the South Sea 
islanders who earned large incomes doing one another’s washing. 
Suppose those incomes had been taxed, out of what would the 
tax have been paid? 

It must not be imagined that this is a criticism of the amount 
of taxes or of the manner of their assessment. This is an attempt 
to correct what I believe to be a general delusion as to our 
national income. We are not nearly as wealthy as we think we 
are; the depressing effect of taxes made necessary by the war 
is more readily understood when one realizes this. 

The more the question is studied the more the national income 
shrinks. The more one looks at taxes the more they stay as 
big as they were before. It is worth while for those having our 
future in their hands to find out how much there really is to 
draw upon. But don’t ask me, for I am sure I don’t know. 
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Oil Refinery Costs and Accounts 
By R. W. McKee 


Closely allied to—in fact, forming a part of—the crude-oil 
industry is the business of refining crude petroleum. Distributed 
over the United States there are between six and seven hundred 
of these refineries, ranging in daily capacity from a few barrels 
to 80,000 barrels. In some instances the investment in a single 
plant comes close to $50,000,000. There are 75,000 tank cars in 
America, of which about 75 per cent. are owned by the industry. 
These and similar statistics indicate that much capital has been 
drawn to this particular field of endeavor. 

While it is recorded that man has utilized petroleum in its 
crude state for the last two thousand years, it has remained for 
the nineteenth and twentieth centuries to produce processes by 
which the various constituent elements are extracted and to find 
new uses for the products. According to the United States geo- 
logical survey the world’s production of petroleum during the 
past fifty-four years was 9,000,000,000 barrels of 42 gallons each. 
Approximately 62 per cent. of this oil was produced in the United 
States. 

Crude petroleum may be broadly classified as to paraffin-base 
oil, asphalt-base oil and mixed-base oil. Examples of paraffin- 
base oil are furnished in the light oils of Pennsylvania and West 
Virginia. The California, Trinidad, Gulf coast and Mexican oils 
are principally of asphaltic base. The oils of Oklahoma and 
Kansas are generally of a mixed-base. Wyoming crude oil 
varies, some being of asphaltic-base and some of paraffin-base. 
There is a wide variation in the composition of the petroleum 
deposits in the different sections of the United States. For 
example, Pennsylvania and West Virginia produce a_ small 
quantity of an oil of such high lubricating qualities that it will 
serve as a lubricant without treatment; near Lander, Wyoming, 
there is found an oil so viscous that it is used for road work 
without refining, and an oil produced from the Garber pool of 
Oklahoma is so combustible that it has been used in its crude 
state, in lieu of gasoline, to run an automobile. 
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Refineries may be divided into three general groups, according 
to their type, as follows: 
Group 1. 

Included under this group are: 

(1) The “skimming” or “topping” plant, so called for 
the reason that only the lighter products of gaso- 
line or naphtha, kerosene and sometimes gas oil 
are extracted, the residuum being sold for fuel oil. 

(2) The “lubricating” plant, which carries the process 
of “topping” a step farther, producing lubricants 
from the residuum before disposing of it as fuel 
oil. 

Group 2. 

Under this group we place the general refinery, which may 
employ any of the several patented processes, the char- 
acter of which will depend upon the composition of 
the crude oil available and the end-products and by- 
products desired. Where a large gasoline and illumi- 
nating oil yield is desirable the cracking process 
(destructive distillation) is often employed, whereas 
fractional distillation with steam is usually used where 
lubricants are the objective. 


Group 3. 

This group will contain the miscellaneous types of 
refineries. 

Casinghead gasoline plants have come into some prominence 
during the last fifteen years. This branch of the industry has to 
do with the extraction of gasoline from casinghead gas. Casing- 
head gas is the gas given off from an oil well and is usually rich 
in gasoline content. Two methods of extraction, with variations, 
are in general use. In the first, the compression method, the gas 
is compressed at a low temperature. In the second, the absorp- 
tion method, the gas is caused to bubble through an absorption 
medium, usually “straw oil,” from which it is afterward refined. 
While the refining of oil shale at one time promised to become one 
of the world’s leading industries, the small number of such 
refineries today, most of them being confined to Scotland, makes 
the subject of only passing interest. These remarks are also 
applicable to coal refining (destructive distillation) for the pro- 
duction of coal oil. However, it is not improbable that the 
situation will be reversed some fifty or one hundred years hence, 
should the prophecies concerning the exhaustion of the world’s 
petroleum deposits be fulfilled. 
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The refining of petroleum involves, first, the purchase and 
transportation of the oil; second, the storage thereof and, third, 
the refining, storage and marketing of the products. 


Orit WELL To TANK FARM 


Consideration will be given first to the purchase of crude oil. 
The last few years have witnessed the gradual amalgamation of 
the oil industry, as regards not only the producing end of the 
business but the transporting and refining divisions as well. This 
is so much a matter of common knowledge that it needs no argu- 
ment. As a result large pipe-line companies, the functions of 
which are the purchase, treatment and transportation of oil, have 
grown up. These companies usually are subsidiaries of holding 
companies which also control large production as well as refineries. 

Crude oil generally is purchased direct from the producer at 
his lease. As the oil comes from the well it is run or pumped, 
as the case may be, into the lease storage tanks. Practice is not 
uniform in this respect, but a great many producers now pass the 
oil through a settling tank before pumping it into storage. This 
is especially advisable where the well is making some sand and 
salt-water. Until recently millions of barrels of oil from wells 
in the mid-continent field, which were producing salt-water, went 
to waste for lack of an economical means of separating the portion 
of the oil emulsified in the salt-water. The discovery of chemical 
and electrolytic methods of treatment changed all this, and made 
possible the reclamation of 50,000,000 barrels during a single 
year. This oil would have been entirely lost otherwise. 

Oil expands with heat and contracts with cold, but it is bought 
and sold on the basis of 60° F. The general practice is to subtract 
1 per cent. of the volume for every 20° above 60° F., and, con- 
versely, to add 1 per cent. of the volume for every 20° below 
60° F. The following is a table of approximate allowances for 
various petroleum derivatives : 

Light gasoline—subtract or add 1 per cent. for every 15° 

above or below 60° F. 


Other naphthas, gasolines, and illuminating oils—subtract or 
add 1 per cent. for every 20° above or below 60° F. 


Gas oil and lubricating oils—subtract or add 1 per cent. for 
every 25° above or below 60° F. 


The price of crude oil, though regulated in a measure by the 
law of supply and demand, is fixed, to all intents and purposes, 
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by the large purchasing companies. These companies lower or 
raise the price at their pleasure and often in a very arbitrary 
manner. However, crude petroleum prices vary with the quality 
of the oil, an oil of high gasoline or lubricant content commanding 
a much better figure than one containing only a small percentage 
of these products. Oil and its products are graded according to 
gravity in degrees Baumé. 

The following are conversion formule between Baumé and 


specific gravity : 

















140 
Degrees Baumé = — 130 
60° 
specific gravity F. 
60° 
140 
Specific gravity = 
60° 
130 + Baumé°® F. 
60° 


In buying and selling crude oil an allowance, called a pipe- 
line allowance, is made for bottom settlings or basic sediment 
and water. This allowance is in favor of the purchaser. The 
percentage varies somewhat, but throughout the mid-continent 
field 3 per cent. is usual. Where an oil is found to contain an 
excessive amount of this undesirable foreign matter the allowance 
is based on an actual test made with a centrifuge. 

As soon as a lease tank is full of oil a measurement, called 
a gauge, is made. Representatives of both buyer and seller are 
present. After the oil is run into the pipe line another gauge is 
made. The results of these gauges are entered upon run tickets, 
usually made out in triplicate. The representatives exchange 
tickets, and each sends the second copy to the office, retaining the 
third. From this point the oil is pumped through buried pipe 
lines of from four to eight inches in diameter to either temporary 
or final storage. This latter depends upon the magnitude of the 
company’s operations and the distance of the company’s refinery 
from the oil fields. In the case of the larger companies, the 
refineries of many of which are situated several hundred miles 
from the point of origin of the oil, large tank farms are main- 
tained close to the oil field. These field tank farms usually contain 
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either 37,500-barrel or 55,000-barrel steel tanks, spaced on an 
average of about twenty-five tanks to one hundred and sixty acres 
of land. A 55,000-barrel steel tank costs, at the present time, 
between $20,000 and $25,000. The lines which bring the oil to 
either temporary storage or to the main trunk lines are called 
gathering lines. At intervals along both the gathering and trunk 
lines are booster stations where pressure is put into the lines to 
carry the oil along. It is often necessary to heat oil in order to 
make it flow; this heating is also done at the booster stations. 
From the field tank farms the oil is pumped to the refinery tank 
farm, where it is again put into storage tanks. It must be remem- 
bered that a pipe-line company doing an interstate business is 
subject to regulation by the interstate commerce commission, 
coming as it does under the heading of common carrier. 

As relatively little crude oil is now moved by tank wagon or 
tank car, this means of transportation will not be discussed. 
Another method of transporting oil—by tank steamer—is of 
considerable importance, especially to the larger companies. How- 
ever, this method is employed more for the transportation of fuel 
oil and kerosene than for crude oil. A tank steamer carrying 400 
tons of oil tows a barge carrying 6,000 tons of oil. Since the 
accounting features in this respect fall more within the province 
of an article dealing with shipping accounts, accounting for the 
transportation of crude oil will be confined to that done by pipe 
line. 

When the gauge ticket reaches the accounting department the 
measurements made by the gaugers in feet and inches are con- 
verted by means of “tank tables” to their equivalents in barrels 
(of 42 gallons each). The tank tables are made up, one for each 
individual tank, by a man who makes a profession of “strapping” 
tanks—that is, of measuring tanks and compiling tables of the 
equivalent in barrels to various measurements, graduated to frac- 
tions of an inch. Lately there have been published in California 
two volumes on “tank strapping,” but it is unlikely that they will 
have the effect of causing companies to compile their own tank 
tables, since the position of the “strapper” is somewhat analogous 
to that of the professional accountant—an independent and dis- 
interested party. 

The barrels shown by the gauge ticket are passed through the 
crude-purchase journal, charge being made at the agreed purchase 
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price to crude oil in storage, with corresponding credit (through 
the refinery department) to the producer for 97 per cent. of the 
measurement, the remaining 3 per cent. being credited to reserve 
for bottom settlings and water. From this journal the crude- 
purchase ledger is posted, and at intervals, usually of fifteen days, 
statements are sent the interested parties. These parties, in the 
case of a single purchase, usually number two, the fee owner for 
the royalty and the lessor for the balance. Where the lease is 
divided into a number of interests or the royalty has descended 
to heirs, or for other reasons, the parties may number sixty or 
seventy, sometimes more. Great care must be exercised that the 
cheques in payment for oil, usually mailed monthly, are made out 
in accordance with the latest division order. To the reserve for 
bottom settlings and water is charged the sediment and water 
removed from the oil, any amount over or under the 3 per cent. 
allowance being a charge or a credit against income, as the case 
may be. Quantities are accounted for separately, the pipe-line 
department being charged in barrels with the full 100 per cent. of 
oil purchased. A reserve account is set up for the 3 per cent. 
bottom settlings and water allowance, and in order that the quan- 
tities ledger may be self-balancing, an account crude-purchasing 
department is credited with the remaining 97 per cent. Accounts 
are kept with each of the units of organization. For example, 
accounts somewhat as follows might be used: 


No. 1. Gathering line. 

No. 2. Field tank farm. 

No. 3. Trunk line. 

No. 4. Refinery tank farm. 

No. 5. Oil delivered to the refinery. 


Naturally the subdivisions will vary with each company. 
Each of the various units is charged with oil received and credited 
with its deliveries and losses. The final account, of course, 
is oil delivered to the refinery. The information from which 
these records are made up is obtained from daily operation 
reports rendered by the units. These reports, when used together, 
tell a complete story of the day’s operations with respect to crude 
oil, and any material discrepancies are immediately detected. It 
must be remembered, however, that loss factors, such as evapo- 
ration, line losses from seepage, line breaks, etc., and fire losses 
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must be taken into account carefully, if accurate results are to be 
obtained. In the case of line breaks the loss can be closely 
approximated when pressure, viscosity* of the oil and the size 
of the line are all known. Losses arising from seepage and 
evaporation are more difficult to estimate, but experience usually 
shows the percentage to be more or less constant. It should be 
kept in mind that both the gathering and the trunk lines are usually 
full of oil. This must be considered in taking physical inventory, 
and it is also well to remember that all oil in the lines may not be 
the property of the company, since most pipe-line companies do 
more or less business as common carriers. 

The problem of storing crude petroleum has received increased 
attention during the past few years, and improvements in methods 
promise to save the industry many millions of dollars heretofore 
lost through evaporation and seepage. It formerly was a general 
practice to run oil into earthen storage, in the shape of large pits. 
Sometimes these pits were concrete lined and were roofed, but 
oftener not. Not only is most of the present-day storage done in 
steel tanks, but the effect of variously colored tanks and the 
methods of putting the oil in are being studied. It has been found 
that oil stored in white tanks shows a smaller percentage of loss 
than in tanks painted black. Steel-roofed storage tanks usually show 
a loss of contents of from ™% per cent. to 3 per cent. a year in 
volume. In one case it is claimed that Cushing, Oklahoma, crude 
oil, which had been in storage for nearly two and one-half years, 
showed a change of from 40° to 38° Baumé, a lowering in 
gravity of only 2°. This loss is unusually small, but losses will 
vary with the original gravity of the oil and the type of storage. 
Both line and storage losses are ordinarily higher where casing- 
head gasoline has been run in with the oil, as it frequently is. It 
is to be noted that the lighter and most valuable elements evapo- 
rate first. In a test recently made, oil with a Baumé gravity of 
42° lost 4.5 per cent. in volume when the gravity fell to 40°; an 
additional decline of 2° brought the volume loss to 11 per cent., 
and when the gravity was finally allowed to weather to 37° the 
loss in volume was 14.5 per cent. This practically amounts to a 
loss of 14% per cent. of the volume in naphtha, gasoline and 
kerosene. The enormity of the loss is easily seen. 


*Viscosity of oil refers to its resistance to flow; the Saybolt viscosimeter is in 
general use in the United States. 
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REFINING 

The refining of petroleum is quite simple in theory ; in practice 
it is one of the most complex processes, or series of processes, 
conceivable. From the viewpoint of an accountant this is espe- 
cially true. The single raw product, crude petroleum, is split up 
into a number of finished products, each of which has a value and 
commands a market of its own. The following is a fair sample 
of recoveries in the mid-continent field: 


Degrees 

Baumé Recovery 

gravity percentage 
EE eee re nr 65.7 28.00 
| eT ree eee re 48.2 18.00 
EEF L OOO Te 40.1 15.00 
ee ee ee 34.6 15.00 
Viscous neutral oil ............... 28.0 10.00 
Steam refined cylinder stock ...... 24.0 6.00 
Refined paraffin wax ............ ona 0.50 
OPT TT eee ee Tee inten 3.50 
RD ee I 65.0 bes ¥ es bs05Kuans Orr 4.00 


In order that some idea of refinery procedure may be given, it 
has been thought advisable to prepare a chart of a small refinery ; 
see figure I (page 267). Such a chart is practically indispensable 
when an accounting system is under consideration; and a few 
days spent at the refinery will nearly always prove to be time well 
spent. 

As shown in figure I the crude petroleum is pumped into the 
fire still where it is subjected to a temperature ranging from about 
200° F. to 325° F. Crude naphtha is the first condensate over, and 
at this point a separation often is made between crude naphtha and 
crude heavy naphtha, the condensate distilling over at temperatures 
between 326° F. and 475° F. sometimes being set aside separately. 
However, in the plant shown in figure I this distinction is not 
made. 

The crude naphtha is next transferreed into an agitator, where 
it is agitated by air with sulphuric acid. After allowing the acid- 
tar to settle, the sludge acid is run off. The product is then washed 
by spraying water from the top of the agitator. After draining 
off the water, the crude naphtha is again agitated, this time with 
caustic soda, and the washing process is repeated. The treatment 
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of products with sulphuric acid and caustic soda removes the 
offensive odor and dark color which are inherent in some petro- 
leum derivatives. 

From the agitator the crude naphtha is pumped into a steam- 
still for fractionation. Here the product is cut to gasolines and 
deodorized naphtha, the various grades of each differing according 
to the practice of the refiner. In our illustration but one grade of 
each is produced, the residuum from the steam-still being treated 
as a wax distillate. 

Returning to the first receiving-house it will be found that 
kerosene distillate is the condensate following crude naphtha. 
After treatment in an agitator the product is transferred to bleacher 
tanks where it is allowed to settle for from twelve to twenty-four 
hours. The resultant product is commercial kerosene. 

The next two products over are solar oil and gas oil. There 
is very little difference between the two, and they are quite often 
treated as one cut. A good deal of solar oil is exported to Great 
Britain. The principal use for both solar and gas oil is the pro- 
duction of artificial gas therefrom. 

From figure I it will be noted that the residuum from the fire 
still is pumped into the tar still. Here the wax distillate is pro- 
duced by “cracking.” This product, together with that received 
from the steam-still, is reduced to a temperature of from 15° 
to 20° F. by means of refrigeration, and it is then pumped through 
a high-pressure hydraulic filter-press. The wax, about 20 per cent 
of the original product, is thus separated from the pressed dis- 
tillate. From this point the slack wax is transferred to sweat 
pans, where any remaining oil is sweated out. This oil is pumped 
in with the pressed distillate, while the wax is filtered through 
fuller’s earth in order to decolorize it. The wax is then ready 
for barreling for market. 

The pressed distillate is pumped into a reducing still where the 
gas oil is removed and the desired lubricant stocks are produced. 
As cracking is to be avoided in the production of lubricants, steam 
is introduced into the still, thus making possible the separation of 
the products at much lower temperatures than otherwise would be 
necessary. The various grades of lubricants are then filtered 
through fuller’s earth in order to remove impurities. The practice 
with lubricating oils varies, some refiners treating the products 
with sulphuric acid before marketing them. 
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REFINERY Cost FINDING 

In finding refining costs it must be kept in mind that uniform 
methods are to be desired more than minute exactness. Although 
any new factors of a permanent character which may come up 
from time to time must be given careful consideration, unusual 
factors resulting from extraordinary conditions should not be 
permitted to affect costs. 

There are numbers of cost-accounting systems in use in the 
industry, but it is believed that those systems which employ the 
principles outlined in the method which follows will recommend 
themselves, not only by reason of their theoretical accuracy, but 
by their simplicity as well. 

In every instance an operating ledger should be maintained, 
which details the expenses of each process of refining. Account 
of quantities is carefully kept, just as in the case of the transfer 
of the crude oil from the field to the refinery tank farm. At the 
outset it may be stated that the extraction from crude oil of its 
most valuable element, gasoline, indicates that there should be 
used, as a factor in pro-rating to gasoline its proportion of the 
cost of the crude oil, the market value of the gasoline. In like 
manner the values of the other products recovered from the oil 
may be considered as directly affecting the cost of the portion of 
the oil entering into their manufacture. In the case of applying 
to the various products the cost of processing, however, it would 
seem, at first thought, that the values of the products treated would 
have nothing whatever to do with the allocation of such cost. But 
unless these values are taken into consideration, together with the 
quantities of each product treated, the resultant costs, in some 
cases, will exceed the market value of the product. 

The result will be that a few of the products, for example, the 
lubricants, will show a loss at all times. (If the expense in any 
process really exceeded the proceeds of the product, it would be 
cheaper to throw the stuff away. The truth is that each process 
assists in furthering a number of products each of which must 
bear the proper share.) It also would be found necessary to 
reduce the inventories of these products to market for balance- 
sheet purposes. For these reasons values are considered to be 
factors in the allocation of both the cost of the crude oil and the 
cost of processing the products. There has been some contention 
lately that changes in the market price of both crude oil in storage 
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and finished products should be taken into account, in the first 
instance in finding costs and, in the case of finished products, in 
determining final net income. It is proposed—and in a number of 
instances it is being done—to carry the inventory of crude oil at 
market at all times, crediting increases in value to reserve for 
increased value of crude oil in storage and taking credit for the 
profit as disposition is made of the final products. The inventories 
of finished products are to be treated in a similar manner. 





So long as profits are not anticipated there is no objection to 
the practice, but the case of the refiner is not analogous to that of 
the oil producer. The latter may, and usually does, credit income 
at the posted market price for oil produced, irrespective of whether 
or not the oil has been sold. The practice is well established. The 
producer has taken something from nature which may have cost 
him a relatively negligible amount, and the market for his product 
has always been so ready that the product is well considered as 
almost an equivalent to cash. The refiner, on the other hand, in 
purchasing crude oil has acquired a raw product which is not held 
for resale in its original form. An advance in the crude-oil market 
does not necessarily signify a corresponding increase in the value 
of the finished products expected to be produced therefrom. Since 
to take up such a change is clearly to anticipate a profit which may 
never materialize, one must apply the rule of cost or market, 
whichever is the lower. 

As indicated above, the cost of the crude oil is allocated to 
products on the basis of their respective market values times the 
quantities of each produced. This is better illustrated as follows: 


PRODUCED PER BARREL (42 GALLONS) oF CRUDE OIL 
CosTInG $2.00 








Per cent. of Per cent. to 

yield Gallons Market Amount total 

Gasoline 33.3 14 .20 $2.80 45.57 
Naphtha 21.5 9 15 1.35 21.97 
Kerosene 16.6 7 10 .70 11.39 
Gas oil 16.6 7 .05 85 5.70 
Wax 4.8 2 40 .80 13.01 
Asphalt 2.4 1 05 05 81 
Loss 4.8 2 0476 .0952 1.55 

(Crude) 
100.0 42 $6.1452 100.00 
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The last column indicates the percentages to be applied to the 
cost of the crude oil—in this instance, $2.00—in apportioning this 
cost to the commodities recovered. Cost means cost delivered to the 
refinery tank farm, the cost of gathering, field storing (when 
temporary), transporting and treating the oil being cleared to 
crude oil in storage at the end of each accounting period. 

The crude oil should be charged out of storage at a price 
which will exhaust the opening inventory first. 

The clearing accounts, such as boiler-plant expense, power- 
plant expense, water-supply expense, etc., are pro-rated to depart- 
ments (field-tank-farm department, pipe-line department, refinery 
department, etc.) and then to processes, upon a pre-determined 
basis of service rendered. In the case of the boiler and power 
plants a combination of demand factors and actual consumption 
furnishes the best means for making this distribution. 

General refinery expenses are first apportioned to the various 
departments on some equitable basis, such as payroll* chargeable 
to each. Refinery-tank-farm expense, warehouse expense, barn, 
garage and auto expense, shop-department expense, laboratory 
expense, general refinery expense, and refinery-office expense are 
included under the heading of general refinery expenses, when 
not directly chargeable to a particular department. The amounts 
allocated to refinery department are then apportioned to the 
various processes, again using as a basis for this distribution the 
payroll charges. 

For the purpose of illustrating the use of this system of cost 
finding, the following set of figures is assumed. One hundred 
barrels of crude oil (4,200 gallons) costing $2.00 a barrel have 
been refined, part of the products being in a finished state while 
others are in process. The expenses, after all accounts have been 
cleared, are as follows: 


PE ba. sassaubscctetesesaged $ 50.00 
gg rs sere 15.00 
8 RE eee rr es 3.00 
Es is eddie ehensehke’s 3.00 
ks weunabine means enews 25.00 
PP hk hbehedhsoe 6e0eeeebaen 10.00 
PE oo Ce héncdgaenanne ewe 1.00 
I 6.0'd £66 00.060s Staten we 1.00 
PE vi eneeneesectnn anton’ 1.00 


*Another basis for this allocation is in the ratio of the direct expense of each 
department or process to the total direct expense of all departments or processes. 
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I ED ii. nokia kcdak eee 10.00 
A Terre eee 1.00 
PEEL: évavkeduaraeccansbseebene 1.00 
a ee ere 75 
8 Pe er 25 

$122.00 








The production figures, together with the allocated cost of the 
crude petroleum, are as follow: 


ALLOCATION OF Cost oF CRUDE PETROLEUM 




















Per cent. 
Per cent. of each Allocation 
of Market to total of cost of 
Production yield Gallons price Value value crude 
FINISHED: 
Gasoline 30 §=©898 $0.20 $179.60 35.6 $ 71.20 
Naphtha 20 598 0.15 89.70 17.8 35.60 
Kerosene 15 449 0.10 44.90 9.0 18.00 
Solar oil 10 299 0.05 14.95 3.0 6.00 
Gas oil 10 299 0.05 14.95 3.0 6.00 
Lubricating oil 6 180 0.15 27.00 5.4 10.80 
Heavy lubricating 
oil 6 180 0.15 27.00 5.4 10.80 
Wax 3 87 0.40 34.80 7.0 14.00 
100 2,990 $432.90 
In Pracess: 
Crude naphtha 50 500 0.10 $ 50.00 10.0 20.00 
Solar and gas oil 20 200 0.02 4.00 8 1.60 
Kerosene distillate 15 150 30.03 4.50 8 1.60 
Wax and pressed 
distillate 12 120 380.05 6.00 1.1 2.20 
Slack and filtered 
wax 3 30 ~=-0..20 6.00 1.1 2.20 
100 1,000 $ 70.50 
3,990 $503.40 $200.00 

















Next we have to apportion to the various products the cost of 
processing each one. This we do by deriving the percentages 
shown in exhibit “A” (pages 264-5) in the following manner: 
Eight hundred and ninety-eight gallons of gasoline valued at twenty 
cents per gallon have been produced. This gallonage has passed 
successively through the fire still, agitator and the steam still 
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(see figure 1). We therefore multiply this gallonage by the market 
value of gasoline and get $179.60. This figure we may carry to 
a supplementary sheet, temporarily, under the captions fire still, 
agitator I and steam still. In like manner the other finished 
products are carried out under their respective process headings 
at their market values. Products in process are treated in a 
similar manner, the values used being the prices the refiner would 
be obliged to pay were he to purchase a similar semi-finished 
product upon the market. Another method of determining these 
values is to find the value of the finished products which could 
be made from the particular product in process and then to 
deduct therefrom the estimated cost of conversion into finished 
products. 

In our hypothetical case it has been assumed that of the 500 
gallons of crude naphtha on hand 250 gallons remain in the crude- 
naphtha tank, while 250 gallons have passeed through agitator I 
and are now in the steam still. In the latter process the naphtha 
is taken as averaging one-half of the process, and for this reason 
it will be inserted on the supplementary sheet as follows: 
Crude naphtha 

Fire still Agitator I Steam still 
500 .10=$50.00 250 .10=$25.00 125 .10=$12.50 
It may be mentioned that a product which is still in a particular 
process is taken as averaging one-half the process. 

After all products, both finished and in process, have been 
carried into the supplementary sheet the columns are footed and 
the percentage which each amount in a column is of the total of 
the column is carried to exhibit “A.” These percentages, when 
applied to the total expense of a process, give the expense to be 
allocated to each product. 

From the results obtained in exhibit “A,” the costs shown in 
exhibit “B” (see page 266) may be derived. This exhibit, of 
course, can be carried further so as to show the cost of treating 
a gallon of each product under each process. 


AccouNT CLASSIFICATION 
The capital-asset accounts may be subdivided, preferably in a 
subsidiary plant-investment ledger. Other assets differ in no 
material respect from those in any other business, and for this 
reason they need not be listed. The same thing may be said in 
regard to liability accounts. 
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Income accounts: 


Sales (subdivide) wholesale 
Sales( do __) retail 
Tank-car mileage 
Miscellaneous income 


Expense accounts : 
Outside purchases (subdivide) 
Outage and leakage, etc., allowances 
Cost of refined products sold—wholesale 
Cost of refined products sold—retail 
Inventories adjustment: crude oil 
Inventories adjustment : products 
Inventories adjustment : other 


Production expenses : 
Pipe-line Department 
Gathering lines— 
Tank-gauging labor 
Other labor and superintendence 
Miscellaneous supplies and expense (taxes, in- 
surance, etc. ) 
Changing lines: labor, supplies and expense 
Oil shortage 
Injuries and damages 
Depreciation 
Repairs: labor, material and expense 


Field tank farm (temporary storage )— 

Tank-gauging labor 

Other labor and superintendence 

Oil shortage 

Depreciation 

Cleaning tanks expense 

Miscellaneous supplies and expense (taxes, insurance, 
rent, etc. ) 

Repairs 

Cleaning and dehydrating expense 


Trunk lines— 


Labor and superintendence 
Miscellaneous supplies and expense (taxes, in- 
surance, etc. ) 
Changing lines: labor, supplies and expense 
Oil shortage 
Depreciation 
Repairs 
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Pumping stations— 
Labor and superintendence 
Fuel and water 
Miscellaneous supplies and expense 
Oil shortage 
Depreciation 
Repairs 
Refinery Department 
Clearing accounts— 
Labor and superintendence 
Fuel, steam and water 
ae. fe ers ' 
Miscellaneous supplies 


Boiler-plant expense 
Power-plant expense 
Water-supply expense 5 vided 


Refinery tank farm as to \ Repairs é 
> ; Changing lines expense 
expense ees 
qwer 
Et cetera 


Distillation (fire still, steam still, etc., separately )— 
Labor and superintendence 
Fuel, water and steam 
Depreciation 
Miscellaneous supplies and expense 
Repairs 

If thought desirable, distillation expense may be further sub- 
divided as to stills, condensers and receiving houses. 


Agitators expense (No. 1, No. 2, etc.)— 
Labor and superintendence 
Chemicals 
Water, steam, etc. 

Depreciation 
Miscellaneous supplies and expense 
Repairs 


Bleacher-tanks expense— 
Labor and superintendence 
Miscellaneous supplies and expense 


Depreciation 
Repairs 
Wax-plant expense— 

: Labor and superintendence 
Refrigeration { subdi- oan pas and steam 
Pressing wax vided Minciie ion . . 
Sweating wax (as to iscellaneous supplies an 

expense 
Repairs 
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Filtering expense (No. 1, No. 2, etc.) — 
Labor and superintendence 
Fuller’s earth 
Burning: labor, fuel and expense 
Miscellaneous supplies and expense 
Depreciation 
Repairs 


Wax-barrelling or moulding expense— 
Labor and superintendence 
Miscellaneous supplies and expense 
Depreciation 
Repairs 


General Refinery Expenses 


Product-storage expense— 


Labor and superintendence 
Shortage (classify ) 
Cleaning tanks 
Depreciation 

Repairs 


Marketing and traffic expense— 
Loading racks expense (classify) 
Tank-car rentals 
Tank-car repairs 
General expense (classify ) 
Service-stations expense (classify) 


General clearing accounts— 
Refinery-office expense (classify) 
Laboratory expense (classify) 
Barn, garage and auto expense (classify) 
Shop-department expense (classify ) 
Warehouse expense (classify) 
General refinery expense (classify) 
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Figure I 
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Simplifying the Compilation of Multi- 
company Consolidated Statements 


By Witit1aAM R. DoNnaALpson 


A flood of articles on consolidated statements and their pecu- 
liar characteristics and difficulties has appeared, but not until Mr. 
Peloubet’s paper in the June JouRNAL oF AccoUNTANCy has the 
writer noticed any contribution toward the mechanical angle of 
compilation other than the customary side-by-side method of 
arranging and cross-footing individual balance-sheets and trading 
and profit-and-loss accounts to be consolidated. From the increas- 
ing interest shown in the subject generally (evidenced by the 
frequency with which articles on various phases are published, 
and also the recurrence of questions submitted to the Students’ 
Department of THE JOURNAL OF ACCOUNTANCY) it does seem as 
though practitioners are being faced continually with the work 
of preparing elaborate consolidations requiring, not only great 
labor, but, more important still, much valuable time. While 
perhaps from the viewpoint of the public accountant this problem 
is met only on the occasion of the annual audit of the holding 
corporation and its subsidiaries, the comptroller faces it often and 
he must exert every ounce of pressure and work far into the 
night to complete his consolidated financial statements in time 
for the regular monthly meeting of the board of directors. 

Not only has the economic tendency toward consolidation of 
enterprises found form in the holding company, but, as well, the 
natural growth of a one-corporation business sooner or later 
attains a stage where, in the pursuit of interstate commerce, sub- 
jection to local state laws affecting “doing business” and “taxation 
of foreign corporations” makes it wiser to create separate cor- 
porate units. This condition may be seen all around us, multi- 
company consolidations being exemplified forcibly in several 
well-known public-utility holding companies and in nation-wide 
theatrical and motion-picture circuits. Recognizing, then, that 
preparation of consolidated statements is to be an ever increasing 
duty of the public accountant, and an even greater duty of the 
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companies’ own accounting executives, and that time is of the 
essence of their compilation, let us bring the mountain to 
Mohammed rather than Mohammed to the mountain and so design 
our entire scheme of accounts that consolidation may be facili- 
tated. After all, the accounts in the ledger are planned to lead 
up to and fit in with the assets, liabilities and capital accounts of 
the balance-sheet and with the income and expense designations 
of the trading and profit-and-loss account. A “chart of accounts” 
which will effect this purpose in a one-corporation enterprise may 
be quite unsuited for consolidations and, when a multi-company 
consolidation is involved, is almost impossible. 

In sequel to Mr. Peloubet’s excellent treatise, and carrying the 
ramifications of consolidation beyond the point to which he brings 
them, there is outlined a method of simplifying and accelerating 
the compilation of multi-company consolidated statements, now in 
successful operation in an enterprise of about a hundred cor- 
porations in which there is the additional complication of holding 
companies subsidiary to the main holding company and minority 
interests outstanding in nearly fifty corporations. By this method, 
monthly consolidated statements are obtained in a few hours’ 
time and with a minimum of effort. All generally accepted prin- 
ciples of consolidation are adhered to and no short-cuts are taken 
other than those resulting from the system to be outlined. The 
novel features are (1) number-coding of consolidated accounts ; 
(2) application of punched card, sorting and tabulating machinery. 


Code-numbering companies and accounts: 

A three-number code is used. The first 199 numbers 
(001-199) are assigned to the corporations from the parent 
through all subsidiaries, leaving unassigned a fair margin for 
expansion. Numbers 200 to 999 are allotted to accounts to be 
reflected in the consolidated balance-sheet, somewhat on the 
following basic arrangement: 


Intercompany current accounts ...............++- 001 to 199 


Eliminating on consolidation : 
(Note—The account number used for each ac- 
count is the same as the number assigned to the 
company. ) 
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Assets : 
BNE ibs tices taeseentssseesatabseuebaemnes 200 to 299 
BD. AAs awUsSCawsRKererdieatersaiancdbaseesd 300 to 399 
NS, viciisndahvhe note o> anes enimhediteds 400 to 449 
Investments (holdings) in subsidiary corporations. 450 to 499 
Prepaid items and deferred charges ............. 500 to 549 
Patents, trade-marks, goodwill, etc. .............. 550 to 599 
Liabilities : 
EE sins oN iabebbde sss 0es00dsdenhesdeowete 600 to 699 
ND GHD TREE, boo vvkcsscsetsenecs cieun 700 to 749 
Deferred credits and reserves ............02.05- 750 to 799 
Capital : 
EE oc.cWe dociwene 4sdoese bane ess buted 800 to 849 
Surplus (to beginning of year) ................. 850 to 899 
tg PUTT CTT TTR ere 900 to 999 


In turn each section shown is developed down to the classifi- 
cation of the consolidated statements. For example: cash on 
hand and in bank is numbered 200; accounts receivable, 210; notes 
receivable, 220; finished-product inventory, 230; work-in-process 
inventory, 240; raw materials and supplies inventory, 250, etc. 
Similarly, under fixed assets, land is 300; buildings, 310; 
machinery and tools, 320; other equipment, 330; leaseholds, 340; 
reserve for depreciation, 390, etc. Sub-accounts down to the 
third number may be created if it is thought advisable to prepare 
more detailed statements. For example: reserve for depreciation 
on buildings, 391; on machinery and tools, 392; on other equip- 
ment, 393; on leaseholds, 394, etc. The code numbers are placed 
on the ledger sheets and in preparing trial balances these account 
numbers are taken off with the title of the account. Several 
accounts of any one company may of course be classed with the 
same code number, as it is immaterial how finely the accounts are 
broken up on the individual books. 

After creating account classifications to appear in the con- 
solidated statements, similar classifications to collate the inter- 
company eliminations must be originated. It is at this point that 
the chart of accounts departs from the usual practice, in that it 
causes individual companies’ accounts subject to eliminations to be 
separately stated and coded. These eliminations may be grouped 
generally as shown on the following page. 
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BALAN CE-SHEET 


Debits 
(1) Intercompany current ac- 
counts (debit balances). 
(2) Notes, bonds or other evi- 
dences of indebtedness 
of subsidiary compa- 
nies, at cost. 
(3) Capital stock owned in 
subsidiaries—at cost. 


(4) Intercompany profit in 
inventories. 


Credits 

(1) Intercompany current ac- 
counts (credit balances). 

(2) Proportion of notes, bonds 
or other indebtedness 
held by holding com- 
pany. 

(3) Ownership in net worth 
of subsidiary at date of 
acquisition, represented 
by 
(a) Proportion of cap- 

ital stock. 

(b) Equity in surplus 
(or deficit) at 
date of acquisi- 
tion. 

(4) Profit-or-loss for year 
and/or surplus. 


In like manner, the intercompany profit-and-loss items are sepa- 
rately coded under the 900 to 999 series: 
PROFIT-AND-LOSS AND SURPLUS 


Debits 

(1) Intercompany purchases. 

(2) Dividends paid to holding 
company. 

(3) Interest paid to holding 
company. 

(4) Commissions, manag e- 
ment fees, etc., paid to 
holding company. 


(5) (Eliminated in _ balance- 
sheet—see above). 


Credits 

(1) Intercompany sales. 

(2) Dividends received from 
subsidiary companies. 

(3) Interest received from 
subsidiary companies. 

(4) Commissions, manag e- 
ment fees, etc., received 
from subsidiary com- 
panies. 

(5) Intercompany profit in 
inventories. 





When a company’s trial balance is in reality composed of 
several separate trial balances of factory ledgers, private ledgers 
and general ledger, one account number should be assigned with 
which all inter-ledger controls should be coded. The debit and 
credit assembly of these accounts as subsequently described offsets 
and acts as an elimination. 
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This separate codification of eliminating accounts operates as 
follows: 

(1) Intercompany current accounts. If all intercompany 
transactions have been picked up on the books, the total debits 
and credits of the 001-199 series will of necessity equal each 
other. Should it be the practice to carry intercompany current 
accounts as part of the regular accounts receivable and accounts 
payable, an adjustment column on the trial balance should be 
used, in which the controlling accounts are debited or credited 
as the case requires, and the company should be set up as a 
separate account on the trial balance and code-numbered. 
Items in transit may be similarly treated. 

(2) Notes, bonds, etc., on the books of the company 
carrying these assets, should be set up in a separate account 
and assigned code numbers under the 450 to 499 series to 
identify them as eliminating items. On the books of the debtor 
company, under the 600 or 700 series (depending on whether 
short or long-term obligations) a separate account to show the 
proportion owned should be created. For example, assume that 
a subsidiary has outstanding a bond issue of $3,000,000.00 of 
which 50 per cent. is owned by the parent corporation. The 
books of the subsidiary would contain two accounts: 460, 
funded debt of subsidiaries owed to public—$1,500,000.00, and, 
:70, funded debt of subsidiaries owed to parent corporation— 
$1,500,000.00. The ledger account title wouid of course describe 
the security more in detail as to nature, maturity, etc. 

(3) Intercompany stock holdings are coded on the books 
of the holding company under the 450-499 series, while the 
capital stock and the surplus accounts of the subsidiary itself 
are coded under the 800-849 and 850-899 series respectively to 
separate the percentage of intercompany and outside owner- 
ship. For example, the total stock outstanding is $5,000,000.00, 
of which 80 per cent. was purchased by the parent company at 
a date when the surplus of the subsidiary amounted to $1,000,- 
000.00 The accounts of the subsidiary are: 
830—Capital stock (common) owned 

intercompany ......... ree ws eeeeeee $4,000,000.00 
840—Capital stock (common) owned by 
GIG 6 ccbacesvadsnscestassscrtsecs 3 
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860—Surplus at date of acquisition 


Intercompany equity ........ seeeeeees $ 800,000.00 
870—Surplus at date of acquisition 
Canteen GUNG: 6 06865-06605 60s tia 200,000.00 


As a result of so separating and setting up this surplus 
account, that part of the surplus accruing since the date of 
acquisition is carried in another account. 

(4) Intercompany profit in inventories can under some 
conditions be segregated in a separate account. But if this is 
not practicable, expression can be given through use of the 
adjustment column, crediting the inventory accounts and 
setting up the intercompany profit at the foot of the trial 
balance and code-numbering it under the 200 series. 

Assembling. 

Trial balances adjusted and coded as described are punched 
into cards as follows—one card for each account appearing on 
the trial balances: 


CONSOLIDATED STATEMENTS Xe Ye Ze COMPANY 

























































































S121 co. | acct} Perc : : 

*o. e Pp ent- 

“IMO} No. atl aed Debit Amount Credit Amount 

ofo ofo o ofp 0 fo djo 0 fo 0f0 0 oo dog aAcoaocodoodooo0c0e0o0oCO000 
De eas ae ee eee 
aja aja 2 ale 2 2}2 2j2 2 aja aie 2 ala 2 ala ala ajo 2 a2 2 22 2 2222222222 
33 33 3 33 3 3[3 313 3 313 3 3 3)3 3 3/3 3p 3/3 3 3/3 3 3]3 333333333333 
4]4 414 4 414 4 414 414 4 4]4 4/4 4 44 4 44 414 414 4 414 4 4/4 414 4444444444 
515 515 5 SIS 5 SES 515 5 SIS 515 5 515 5 515 SI5 5155 5155 515 5155555555555 
616 616 6 616 6 616 66 6 616 6/6 6 6/6 6 6/6 616 6/6 6 6/6 6 6/6 666666666666 
77 77 7 747-7 77 717 7 77 717 7-717: 7 77 We 7:7 717: 7 7 7777777777 
818 88 8 8I8 8 8I8 8S 8 8f8 8/8 8 $8 8 8/8 88 88 § $8 8 88 88.8 §88ER8EE88 
919 919 9 919 9 919 919 9 919 919 9: 99 9 919 919. 999 99999999999999999 
=Is *[* © ef © Sf'szls 2 Sie SiS & sé 5 sl esis Sis & 88 5 818 sie $$ 8825 $933 








Columns 1, 2, 3 and 5 may be “gang-punched” for each 
company, leaving only columns 4, 6 and 7 to be punched 
separately. Column 5 need be punched only for less than 100 
per cent. owned companies. After punching the cards of each 
company, trial balance may be run off on the tabulator (or 
printer) and proved as to proper punching. Debit and credit 
amount accumulations should of course equal each other. 
Cards are then placed in the sorting machine and sorted into 
account numbers in company-number sequence, after which 
they are placed in the tabulator and listed and totaled to arrive 
at amounts to be carried into the consolidated statements. 
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Account numbers assigned for elimination are “washed” 
against each other according to the schedule above, the debit 
or credit excesses (if any) being carried to the proper accounts 
in accordance with the customary accounting practice, i. e., 
excess of cost of stock over net worth at date of acquisition 
added to the goodwill accumulation sheet (550-599 series) ; 
intercompany profit in inventories deducted from profit-and- 
loss and/or surplus accumulations sheets (900 and 950-999 
series ), etc. 

It is a good plan to punch one card with the net profit or 
loss for each company, utilizing these cards to prove and make 
up the balance-sheet, thus permitting the many cards of the 
detail profit-and-loss accounts to be used exclusively in assem- 
bling the trading and profit-and-loss statement. To determine 
the parent company’s equity in the surplus since date of 
acquisition, and in the net profits for the period, the sheets 
of the surplus and of the “net profit” accumulations should be 
given to a clerk who makes such calculation based on the 
parent company’s percentage of ownership appearing opposite 
each such amount (see column 5 of card), placing by hand the 
result of his calculations in an eighth column on the sheet. 
These eighth columns totaled represent the equity of the 
parent company in the surplus since the date of acquisition and 
the equity in the earnings for the period respectively; and, 
when subtracted from the grand totals of each accumulation, 
the remainders measure the equity of the outside’ interests 
therein. These added to the minority’s interest in the capital 
stock outstanding and in the surplus to date of acquisition 
(accumulated separately as described above) result in the total 
of the outstanding minority interest to be shown in the con- 
solidated balance-sheet. 

Before the true earnings of the consolidation are deter- 
mined, the elimination of intercompany profits in inventories 
(as indicated above) and of intercompany dividends must be 
made. To facilitate the elimination of intercompany dividends, 
the “dividends paid” account on the books of the subsidiaries 
should be kept in two accounts under the 850-899 series: 
“dividends paid to holding company” and “dividends paid to 
outside interests.” The former account eliminates against the 
total net profits accruing to the consolidation, as the inter- 
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company dividends received will have been included in the 
net-profits card of the parent company. 

All sheets, as run off on the tabulator and adjusted for 
eliminations and calculations, should be bound and preserved 
as the working papers of the consolidation. 

Should occasion arise to prepare statements of financial 
standing or earnings of individual companies, the separation 
on the books of capital stock, surplus and intercompany 
accounts is disregarded, the amounts thereof being combined 
for the purpose of such statements with or into the customary 
account designations. 

The writer has not attempted to cover every type of inter- 
company transaction nor the manner of making every 
elimination which might be necessary, but he feels that the 
outline presented gives the accountant sufficient grasp of the 
theory and of the practice of machine consolidation to enable 
him to apply the principles to specific problems. The public 
accountant may say that to him this article is only of academic 
interest, since so few of his clients possess tabulating machine 
equipment upon which this work may be accomplished. It is 
possible, however, to apply this system to his own engagement 
as has been done by the writer in the following manner: 

Complete the working trial balances by using the 
“adjustment” column to break up the accounts in which are 
involved intercompany items, setting up all such eliminations 
as additional accounts at the foot of the working trial balances. 
Prepare a code of numbers for companies and accounts along 
the lines set forth. (This may be done fairly easily and 
quickly). Take the completed trial balances to the offices of 
a tabulating machine company, where for a reasonable charge a 
stock form of card can be adapted to the very simple tabulation 
required and cards punched, proved, sorted and tabulated by 
its operators, leaving only the work of making eliminations 
and calculating equities of holding company and of minority 
interests to be done by the accountant. The name of the client 
need not be disclosed if, instead of titling the trial balances 
with company names, company numbers only are used until 
the work has been completed. Or if preferred a junior may 
retain custody of the trial balances, calling off to the punch 
operator the company numbers, account numbers, amounts, etc. 








Cost vs. Value in Depreciation Accounting 


for Public Utilities 
By H. C. Hasprouck 


A quite common but unfortunate tendency to confuse the 
essentially different concepts of cost and value appears to the 
writer to be exemplified in the article appearing in THE JOURNAL 
oF ACCOUNTANCY (July, 1923) entitled Amortization and De- 
preciation in Public Service Corporations. The two ideas of cost 
and value are so related that it is very easy for most of us in 
dealing with them to shift our point of view from one conception 
to the other without realizing that we have changed it. This Mr. 
Johnson seems to have done to some extent and his discussion of 
the function of depreciation accounting for public utilities suffers 
accordingly. 

In two places the article states that the fundamental purpose 
of depreciation accounting is to record the value of the permanent 
property. 

“* * * The fundamental purpose of depreciation accounting, viz., 

the maintenance of the property account as summarized on the balance- 

sheet, so that at will represent the approximate going value of the 
company’s property and so serve as a basis for credit and the price of 

the company’s securities, and also in the case of a public utility as a 

rate-base.”’ 

“* * * The fundamental purpose of depreciation accounting is to 

prevent any wide and permanent gulf between the balance-sheet figures 

of fixed capital and the actual value of the property they represent.” 

The first of the two statements above quoted is qualified a 
sentence or two later by the remark: “There are, of course, 
different kinds of value and a digression into the discussion of 
their definitions would be out of place here.” But is it not true 
that the only kind of value with which the accountant is primarily 
concerned is market value or value in exchange, the value, 
expressed in terms of money, at which a transfer of title can be 
effected, resulting in a transaction which it is the accountant’s 
duty to record and to classify? And is it not also true that the 
accountant is concerned with that value only as at the instant of 
its establishment through a completed transaction? ‘Service 
value” and “value for rate-making purposes” are terms having 
more or less of technical and legal significance but they would 
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appear to be outside the accountant’s sphere. “Exchange value at 
the instant of its determination,’ however, is nothing more nor 
less than cost—and that is the accountant’s true concern. 

In order to have an accurate record of the cost of permanent 
property, that is to say, a correct capital (or to use the phrase 
which has become pretty well established, at least in public-utility 
accounting, fixed-capital) account, the accountant need concern 
himself with only two transactions for each unit of property: the 
entry when the property is acquired and the entry when it is 
retired. If these two entries are correctly made as at the time of 
the respective occurrences to which they relate, the fixed capital 
account will be correct without regard to the “value” of the 
property or the amount of a depreciation reserve which may or 
may not have been accumulated. 

The last sentence will undoubtedly sound like heresy to a good 
many accountants but the writer does not intend to deny the 
existence of depreciation nor to argue against its recognition in 
the accounts before it is actually realized at the time of retirement. 
The point is that the function of depreciation accounting is not 
“to represent the going value of the company’s property” nor “to 
prevent any wide and permanent gulf between the balance-sheet 
figures of fixed capital and the actual value of the property they 
represent.” The true function of depreciation accounting is to 
equalize the burden of retirement losses so that instead of being 
taken into the operating accounts when they are actually realized 
and definitely known they are anticipated to a greater or less 
extent and distributed with approximate equality throughout the 
service life of the property. 

As a matter of cost accounting the relation between the fixed 
capital account and the depreciation reserve is of comparatively 
little significance, nor is it important whether the reserve was 
accumulated by the “straight-line” method, the sinking-fund 
method or on some other basis. If the periodic charge for depre- 
ciation seems reasonably certain to distribute retirement losses 
with approximate equality year by year the statement of operating 
costs will be (assuming, of course, that it is correct in other 
respects) as accurate as anyone can demand. Life tables and the 
statistics of average retirement losses have their usefulness, but 
they can never attain mathematical certainty and must be checked 
and modified by the experience of each individual enterprise. The 
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amount of depreciation reserve, the way in which it was accumu- 
lated (and especially whether or not it was set aside after the 
investors had had a reasonable return) and the method of its 
investment are, of course, of great importance in public-utility 
rate cases. But they are of legal and economic importance and 
should be carefully distinguished from the accountant’s primary 
question which is not “What is the value of the property?” but 
‘“‘What is its cost to the present owners?” 

This contusion of cost and value seems to the writer a funda- 
mental and unfortunately too common misconception in depre- 
ciation accounting. Does. it not make for clearer thinking to 
recognize that the value of fixed capital, in any true sense of the 
word, depends upon depreciation only as depreciation affects net 
income? After all, the value of the permanent investment in any 
enterprise is nothing but the capitalization of its expected earning 
capacity. The cost of the permanent assets of the business is 
another matter. Shall we not go further if we recognize that the 
depreciation reserve is not and cannot be a measure of loss in 
capital value at any given time? It is an accounting device for 
distributing retirement losses with greater regularity than would 
be the case if they were recognized only at the time of their 
actual occurrence. 

Of course, it is almost a necessary corollary of this way of 
looking at the matter that the depreciation reserve should be 
shown among the liabilities rather than as a deduction from capital 
assets. Perhaps it does not make much practical difference which 
way the balance-sheet is set up in the case of ordinary manu- 
facturing or commercial enterprises, provided the distinction 
between cost and value is always kept clearly in mind. However, 
it sometimes makes a tremendous amount of difference to a public 
utility whose balance-sheet is constantly under scrutiny by 
untrained, illogical and prejudiced minds not seeking for facts 
but for anything that will lend plausibility to their preconceived 
notion of the facts. 

In the final paragraph of his paper Mr. Johnson suggests that 
revision from time to time of the balance-sheet figures for fixed 
capital “to represent actual values as shown by appraisements has 
much to recommend it,” but he thinks that its disadvantages and 
dangers are so great that it is not likely to be systematically 
adopted. Nevertheless, he says, the expediency of revising the 
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books should be seriously considered whenever an appraisal shows 
that the “actual value” is materially different from the book value. 
It is not entirely clear what Mr. Johnson means here by “actual 
value.” Presumably it is the hybrid “value for rate-making pur- 
poses” that has come to have such illogical importance in public- 
utility affairs because of the attempt of courts and commissions 
to adopt as a formula the phrase that happened to be used by the 
supreme court of the United States in the familiar Smyth vs. 
Ames case—‘“a fair return on fair value.” “Fair value” is neither 
true value nor cost. It is nothing but a method of expressing 
someone’s judgment as to what is a fair and just return at a 
particular time to the owners of a particular enterprise. The 
accountant very properly shrinks from confusing his records of 
facts by introducing such an anomalous element of opinion. 

Nevertheless, there are practical reasons why ledger costs of 
fixed capital should sometimes be revised to correspond with 
appraisals. The first and most obvious case is where the appraisal 
is really an attempt to arrive at true cost and is a check on the 
books. If the results of the appraisal are widely different from 
the totals on the books, a careful analysis should be made to 
determine which is the more accurate, and, if it is evident that 
the books have been so kept as not to reflect true cost, they should 
be corrected. The most conservative accountant can hardly take 
exception to this. 

In another type of case the revision of the books to correspond 
with the appraisal has more to recommend it on practical than 
on theoretical grounds. Suppose, for instance, that a public 
utility has had a “fair value” of its property for rate-making 
purposes fixed by a regulatory commission and has acquiesced in 
the decision. May it not be that in the circumstances which exist 
in that community it will be to the advantage of everyone con- 
cerned—the consumer, the public-utility investor and the regula- 
tory or rate-making body—to accept the “value” so found as the 
starting point for a new set of capital accounts? Particularly if, 
as is usually the case with the older public utilities, there is no 
clear record on the books of the historical cost of the property to 
its present owners, the substitution, for vague and uncertain 
book figures, of values supported by a detailed inventory and 
appraisal has much to commend it even if the values are not the 
historical cost of the property. Here is a definite abandonment 
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of the strict theory of cost accounting. All general rules have 
their exceptions, however, and theory must sometimes be modified 
in practice. Nevertheless, the writer does not intend to argue 
here for this departure from the principle that capital accounts 
should represent costs rather than values. He merely suggests 
that it is a problem which accountants, particularly those who 
specialize in public-utility work, will have to consider very 
carefully. 

Finally there is the situation, with which the whole economic 
world is faced in these days, of a changing standard in value. 
The dollar of today is not the dollar of yesterday and to assume 
that it is is often to work tremendous injustice. Such injustice 
is everywhere evident, the unfortunate— perhaps it may yet 
become the catastrophic — result of an imperfect economic and 
monetary system. Is the accountant bound to accept the dollar 
as the ultimate standard of value for his purpose or may he, at 
least in some circumstances, do what he can to correct the injus- 
tice arising from changes in the purchasing power of money by 
restating his costs in terms of equivalent dollars? To make the 
case a little more concrete, is an accountant ever justified in 
writing up the book costs of fixed capital to make them corre- 
spond to the costs of the same property in the present-day 
depreciated dollar? 

This question also is asked rather than answered. The pur- 
pose of this paper is not to prove a thesis but to stimulate dis- 
cussion on certain aspects of economic problems that deserve more 
attention from accountants than they have yet received. 
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EDITORIAL 


The annual meeting of the American 

American Institute’s Institute of Accountants was held at 
Meeting Washington, D. C., September 18th and 

19th. Many matters of importance were 

to have been discussed. Owing to the exigencies of printing— 
to use a sadly hackneyed expression—it is not possible for us to 
present any summary of transactions in this number of THE 
JouRNAL OF ACCOUNTANCY, but the matters of most importance 
transacted by the Institute will be mentioned in the November 


issue. 
A well established member of the profes- 
Accountancy: sion in the course of conversation the 
Common Sense other day narrated his experience in 


devising a system of accounts before he 
became an accountant, and he said that since he had acquired a 
knowledge of accounting he had always looked back upon the 
accomplishment of his neophyte days with a kind of marvel at the 
ingenuity which he had displayed. He admitted that his system of 
accounts had been good although perhaps not technically a model. 
This is cited simply to illustrate the fact that accounting is merely 
an application of common sense—or should we say that accounting 
is technical knowledge superimposed upon common sense? The 
records of accounting in the days before it was rated as a profes- 
sion indicate that there were remarkable instances of accurate 
methods originating out of a wealth of common sense. Those 
who have seen copies of the accounts kept by General Washington 
as commander-in-chief of the armies of the United States during 
and following the Revolution will have been impressed with the 
fact that our first president would have made a remarkably good 
accountant if he had not been called to other and greater spheres of 
usefulness. His accounts are not only a model of neatness—which 
was to have been expected in a man of his precision—but they also 


281 








The Journal of Accountancy 








explain with an almost naive frankness points which might have 
been confusing without explanation. These accounts have recently 
been reprinted in facsimile and should constitute a part of the 
library of everyone involved in any way with the preparation 
and supervision of accounts. It might even be said they should 
be given to every civil servant engaged in governmental accounting 
with an admonition to follow the father of his country not only in 
great and essential virtues, but also in smaller matters of accuracy 
and clarity. 
We have recently been privileged to see 
An Eighteenth- a letter of instruction addressed appar- 
Century Audit ently by James Boswell to the factor of 
his estate at Auchinleck, Scotland, in 
which it is shown that Boswell, in addition to his meticulous and 
somewhat adoring accomplishments as a biographer, was a man 
who understood the principles which underlie audit. The letter is 
written in a clear, bold hand and seems to have been a draft, for it 
contains several incomplete sentences which must have been satisfied 
by subsequent additions. The letter in its exact form follows: 


4th Augt. 1792 
Direction for examining the acct. 
At Auchinleck ; 

Sum up the debit & credit sides of the cash book & see if the ballance 
corresponds with what 

Examin every article of money received; if the article is rent, see if 
it corresponds with the rental Book; if the amount or part of the amount 
of a Bill or part of a Bill &c. compair it with the register or list of Bills 
which ought to be keept very accurately. enquire if any meal, oats, or wood 
have been sold and if there are separate books for any of these article see 
if the entrys in them correspond with the 

I mention wood because some trees may have been blown since last 
year & the wood sold: enquire also if any fruite has been sold and if the 
amount is brought into the cash book see if it appears to be just. 

In examining the side of the Cash book which contains money laid 
out, graet care must be taken; every article ought to be examined one by 
one, to see if it is such as should be allowed as far as relates to the 
quantity, price &c. & the vouchers must be comaired to see if the agree 
with what is charged in the cash book when the vouchers is an acct. not 
only the sum total is to be looked to but also the various articles of which 
it may be composed & the calculations checked or proved. The same 
operation must be done when in the cash book any sum is met with sus- 
ceptable of calculation, as for instance paid to three men for such or such 
work at so much per day; received for so much meal at so much pr. 
peck &c. &c. The rental Book ought also to be carfully examined in order 
to see if the different sums in each acct. are properly stated according to 
the rent, and if the addition is just this will require to be done not in a 
cursory but deliberate manner and great advantages will be derived from 
it more than one point of view & not only by correcting or having the 
satisfaction so that there are none but also by this means the names of the 
various Farms, the rent of them, and their possessors will become more & 
more familiar to you. 
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It will be seen that even in the end of the eighteenth century 
the value of voucher verification was recognized, and we have 
a general impression that, if the instructions given to the factor, 
who, by the way, was the great-grandfather of the accountant 
who has given us the letter, were observed, the owner of the 
estate would have been able to check quite completely the conduct 
of affairs under the factor’s administration. By comparing the 
reports received with the market prices of the day a very fair 
comprehension of the correctness of the profit-and-loss account 
would have been obtainable. This is an interesting echo from 
the early days of estate management and has an additional value 
because of the eminence of its author. 


The perennial question as to the facilities 

To Enter the offered to the student to enter the account- 

Profession ing profession is discussed from many 

points of view by correspondents of this 

magazine. It has been our custom to return to the subject from 

time to time in order to obtain the views of practising account- 

ants and of those who would like to practise. Many of the 

suggestions made are quite impracticable. Others have merit. A 

letter received recently from a reader of THE JoURNAL makes 
suggestions which are interesting at least. He says: 


“Two subjects which have been under discussion in the late 
JourNALs are the ethics of the profession and the employment problem. 
The former was answered quite conclusively in the last issue of THE 
JourNAL, but no solutions have been offered for the latter. Here is a 
plan which I have to offer merely as a suggestion and if you think it 
in the least feasible you may print it and call for criticisms on it. 

“On account of the fact that the accounting profession is in its 
infancy in this country we are not able to look to the English for a 
solution of this problem and it is one that must be solved sooner or 
later. The English system of developing accountants is one of appren- 
ticeship, while ours is a system of highly-colored magazine advertise- 
ments which hold out to the young man interested in accountancy 2 
salary of many thousands of dollars a year. All they ask is a few 
dollars of your money and six weeks of your time (some even less 
than that), no work required and no particular ability necessary. 

“How much better it would be if the American Institute of 
Accountants through the various members in the country would form 
some sort of system of registration of the junior and senior accountants 
that are not as yet qualified to become members of the Institute but 
have hopes for the future. At the present time many members of the 
Institute hold staff examinations and many good men whom they are 
not in need of at that particular time are forced either to abandon their 
efforts to enter the profession or to wait for another examination at 
the loss of much time which might be utilized to good advantage by 
some other firm. It hardly seems proper that members of an organi- 
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zation such as the American Institute which depends so largely upon 
the young blood of the profession for its support, primarily, should pay 
so little attention to the training and qualifications of those men whom 
they intend to employ and upon whom depends the success of their 
organization. 

“My suggestion is that the Institute foster some sort of junior and 
senior accountants’ organization and set the requirements as it sees fit. 
This organization would depend for its membership upon those men 
who are already in the employ of the members of the Institute and 
such others as could fulfill the required qualifications. The prospective 
member’s qualifications might depend upon his previous schooling, that 
is, in a school accredited by the Institute, or upon his ability to pass the 
tests prescribed by the Institute or its members. 

“Some sort of organization of this kind would to a great extent 
do away with much needless correspondence and disappointment to 
those men who on the face of the thing would not be able to qualify. 
It would give the average American who thinks nothing is impossible 
an idea of what he must attain before he could consider himself eligible 
for the profession. 


“I have taken the liberty of writing this letter as a student of 
accounting. I am not as yet affiliated with any accounting organization 
but have been a student of the subject off and on for the last eight 
years (the ‘off’ meaning a forced absence from study while we were 
having our slight altercation with those on the other side of the 
North Sea).” 

The idea of a class of subsidiary mem- 
A Subsidiary Class bership or student society has been under 

consideration by the American Institute 
of Accountants for some time, and a report was presented at a 
meeting of the council held in April, 1923, outlining a general 
plan for the formation of a subsidiary class of persons not eligible 
for membership but having an interest in accountancy and a hope 
of entering the profession. This report is still under consid- 
eration by committees of the Institute and pending final action 
comment would be improper. It may be said, however, that the 
success which has attended the formation of student societies in 
other lands leads to a belief that some similar form of organ- 
ization would be productive of good results here. Our 
correspondent’s impression that the Institute has been indifferent 
to the difficulties confronting accounting students is not correct, 
but there is so much sound sense in some of his opinions that 
we are glad to present them to our readers. 


In the July issue of THE JOURNAL OF 

Searching the ACCOUNTANCY we published portions of 
Record a letter from Clinton H. Scovell narrating 

the experience of his firm in comparing 

the record of an applicant for a position with another record of 
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the same applicant filed at a different time. The discrepancy 
was entertaining. We have now received the history of another 
experience which is quite as remarkable. It emphasizes once more 
the absolutely imperative necessity of investigation before employ- 
ment. Our correspondent in submitting the record says that he 
is glad to be able to drive home to the readers of THE JouRNAL, 
especially those employing accountants, the fact that business 
records should be stated completely and before employing a man 
his record should be verified. This is the story: 


“The man in question wrote us about July 1, 1923, presumably in 
answer to our advertisement in the June number of THE JouRNAL oF 
ACCOUNTANCY, and at our request filled out one of our personal record 
blanks. As this made a fairly favorable impression, and the man was 
in the middle west, we referred him to our Chicago office. When the 
papers reached Chicago, they found a personal record blank submitted 
about two years previously and a comparison of the two documents 
disclosed the following discrepancies: 

“In this man’s employment experience, he recorded work for a 
fairly important company for a few months in 1918, but he gave the 
name of his immediate superior differently in the two records, and he 
also stated a higher salary in one case than in the other. In his earlier 
record blank he said his ancestry was Scotch-Irish; two years later he 
had become a man of English ancestry. In his earlier record blank he 
mentioned no academic training beyond high school, but in his later 
blank he claims attendance at a well-known mid-western university. 
On both blanks he mentions correspondence courses with the Walton 
school, but in one case he records himself as taking instruction in 
general and advanced accounting for four years, and in the later record 
he mentions only training in costs, and says that he received no diploma 
(despite four years’ work). In the list of references given on his 
latest personal record blank he mentions two men, but gives no indi- 
cation that these were his former employers, whereas his earlier record 
blank gives the names of the same two men successively as his 
immediate superiors in one of the most important business connections 
the applicant ever had. In the comparison of the two personal records 
we got the further fact that midway in one very important employment 
in 1919 the applicant was transferred from one middle western city 
to another, in circumstances which would be of very definite interest to 
a new employer, although that transfer is not mentioned in the later 
blank. The earlier personal record blank records work of a definite 
summer type in the summer of 1909 and again in the summer of 1910, 
and indicates that he had another definite kind of work from September 
to May following in each case, whereas in his later record blank, he 
takes credit for being owner and manager of a large business of the 
summer type continuously from the spring of 1909 to 1917. (Evidently 
the winter vocation has lost something in the good opinion of this 
applicant in the two years.)” 


The field of the accountant broadens and 

The Sphere of broadens. The practitioner who adver- 
Action tises becomes increasingly impressed with 

his capabilities and more and more 

anxious to notify the public of what he conceives to be the truth. 
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The latest expression of comprehensiveness which has been 
brought to our attention is a picture of a harvesting machine 
drawn by a white horse and a red horse (Was the artist thinking 
of Alice?) and underneath is the inspiring motto “For They Can 
Conquer Who Believe They Can.” This is inspirational stuff 
and therefore quite up to the minute. There follows a paragraph 
entitled “Self Confidence” in which we find that “the expert 
accountant, auditor and business analyst simply reveals to the 
business man the methods used by those who are highly successful. 
We apply this to the development of business for our clients 
and stimulate their confidence in themselves. We invite consulta- 
tions on accounting, selling or social service methods.” In other 
words, if you don’t see what you like in the shop window come 
inside and ask for it; we have it. The social-service idea is 
particularly impressive. Its meaning is not clear, but that does 
not detract from its force. 


Expanding somewhat the suggestion 

Arbitration, made by William Whitfield in the editorial 

a New Field pages of THE JoURNAL OF ACCOUNTANCY 

for last month, we wish to lay emphasis 

upon the great possibilities for beneficent services which await 
the accountant in the field of arbitration. The whole idea of 
arbitration as opposed to litigation is one that is receiving more 
and more favorable consideration. The old idea that every dispute 
must be taken into the courts is being abandoned for several 
reasons, chief among which are the great expense of litigation 
and the unlikelihood of satisfaction even in the case of victory. 
The modern lawyer of repute is the first to discourage the under- 
taking of a lawsuit when matters are in dispute, and the litigious 
lawyer is becoming more closely identified in the public mind 
with the ambulance chaser. Chambers of commerce and other 
organizations have done splendid work in stimulating interest in 
courts or committees of arbitration; and the principles of equity 
as opposed to law or as running parallel with law are gaining in 
popularity. Nearly half the civil cases which come into court do 
so unnecessarily. An arbitrator having a knowledge of general 
conditions involved and impartial in his sentiment and findings 
in most disputes or differences would be able to prevent recourse 
to law if he were called upon to do so. It is common knowledge 
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that the courts of this and other lands, but principally this land, 
are crowded with unimportant matters, and cases which should 
reach adjudication are delayed from month to month and even 
from year to year, largely because of the long calendars of cases 
ahead. The services of accountants as arbitrators are not likely 
to be immensely remunerative, but whenever an accountant is 
called in to act upon an arbitration committee he may have the 
satisfaction of feeling that he is rendering a distinct benefit to 
the business public and is indirectly bringing credit and renown 
to his profession. Now that the American Institute of Account- 
ants has taken under consideration the question of the 
appointment of accountants as receivers and trustees it should 
be only a step to the further extension of professional services 
into the field of arbitration. 


The world views with some dismay, but 

The Passing without astonishment, the passing of the 

of the Mark German mark. At the time of writing 
this note the mark has a quoted value of 

one-five hundred thousandth of a cent. Before this magazine 
appears in print the quotation may be further reduced—but not 
much further. We have been rather amazed by the almost 
complete absence of comment upon an aspect of the mark’s 
decline which is in many ways the most striking of all. English, 
American and French papers have discussed the mad finance 
of Germany and some few have hinted at the possibility of a 
not altogether unwilling acquiescence by the German government 
in the catastrophe. But what are the facts? We all know that 
the German citizen has not been the first consideration of German 
governments of the past, and it is not altogether unexpected to 
find that the interests of the citizen are not respected at present. 
Germany, in the opinion of many careful students of the situation 
has out-manceuvred all other nations in this financial cataclysm. 
With an enormous internal debt and no possibility of meeting 
it without serious injury to the financial and industrial potentates 
of the country, the only course open to the government was to 
obliterate the debt without repudiation. The procedure was novel 
and distinctly German. It was also effective. Every investor in 
German government securities has been compelled to accept 
payment of interest and, in many cases, of principal in a medium 


287 








The Journal of Accountancy 








whose only limit was the capacity of the printing presses. In 
a letter just received from Berlin it is recorded that there was 
a money shortage owing to a printers’ strike but that the difficulty 
had been overcome, the printers had gone back to work and the 
presses were now turning out fifteen trillion marks per diem. 
Now the people of Germany have plenty of marks. They are 
even refusing to give change for ten-million mark notes in the 
restaurants of Berlin. But the internal debt is or will shortly 
be wiped out and the government will then be able to face the 
payment of its foreign debt as its only enforceable obligation. 
Germany therefore confronts the world with no other burden, 
governmentally speaking, than a foreign debt small in comparison 
with its former internal burden. Of course, the German citizen 
has been ruined, but on the other hand industry will probably 
resume its activity, business will grow, the energy and dogged- 
ness of the German worker will produce results, and out of the 
ashes of an apparently crazy manipulation of finance will arise a 
new prosperity. In other words, Germany will come out of the 
bankruptcy court smiling. And yet some people are saying that 
the German financier does not know his trade. A Russian 
visitor said lately that he considered the depreciation of the mark 
the cleverest example of financial sharp practice in the history 
of the world—and Russians ought to know something about 
monetary depreciation. 


Arrangements have been made to hold 


Forthcoming three important regional meetings of the 
Regional American Institute of Accountants in the 
Meetings near future. A meeting of accountants 


will be held at Dallas, Texas, October 
26th and 27th, to be attended by accountants in the region com- 
prising Arkansas, Louisiana, Oklahoma, New Mexico and Texas. A 
supplementary meeting of Texas and Oklahoma accountants will 
be held at Amarillo, October 29th. A midwest regional meeting 
will be held at Kansas City, Missouri, October 31st and November 
1st; and a meeting at Akron, Ohio, on November 3rd will be 
attended by accountants in the region comprising Ohio, western 
New York, western Pennsylvania and West Virginia. Programmes 
for all these meetings are practically complete and many inter- 
esting subjects will be under discussion. All who are interested 
in accounting will doubtless be welcome at these meetings. 
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A noteworthy fact in reference to recent treasury decisions is the 
number that have to do with deciding questions brought forward by uncon- 
vinced taxpayers upon the subject of deductible losses on sales of property 
acquired prior to March 1, 1913, and sold subsequent thereto. It would 
seem that the decision in the Walsh v. Brewster case, in which the manner 
of determining deductible gains and losses on such transactions was dealt 
with in considerable detail, would have been accepted long since, but here 
we have the subject brought up for the court’s consideration again in the 
case of Ludington v. Blakely, embodied in treasury decision 3496. The 
repeated publications of decisions of like character upon the same question 
probably is not desirable but in this treasury decision we have found a 
sentence or two that seems worthy of careful consideration. They are 
quoted as follows, in reference to the sixteenth amendment: 


“ 


* * * the act was to operate on gains and losses accruing sub- 
sequent to the adoption of the amendment. But in selecting this 
method of accomplishing the result congress did not intend to 
impose a tax on mere fictitious or paper profit, or to permit the 
deduction of a mere fictitious or paper loss. Only actual gains are 
taxed; only actual losses are deductible.” 


The intended meaning of this definition is quite clear though the definition 
seems not to be satisfying as such. It would seem that the definition 
would be improved if the court had argued that: “Only actual gains over 
fair market value as of March 1, 1913, are taxed; only actual losses are 
deductible.” However, this may be only meticulous quibbling. 

Another treasury decision of interest is No. 3500 published this month 
in which the supreme court of the District of Columbia rules that mandamus 
will not lie to compel the commissioner of internal revenue to approve a 
change in a taxpayer’s accounting period. The last foregoing sentence does 
not accurately describe the ruling as the facts in the particular case may 
have had some bearing upon the decision. It would appear from a reading 
of this case that the taxpayer had voluntarily changed its accounting period 
from a calendar year basis to a fiscal year basis; had filed returns accord- 
ingly and then sought to change back to a calendar year basis. It also 
appears that it was through error that the taxpayer had changed from a 
calendar to a fiscal year basis and that upon discovery of the error amended 
returns had been submitted upon a calendar year basis. It was through 
the efforts of the taxpayer to compel the commissioner to accept the 
amended returns in lieu of the former ones that this decision was made. 


TREASURY RULINGS 
(T. D. 3496—July 11, 1923) 
Income tax—Revenue act of 1918—Decision of court. 
1. Depuctions—LossEs ON SALES OF PROPERTY ACQUIRED BEFORE MARCH 
1, 1913. 

The deductible loss for income-tax purposes under the revenue act of 
1918 in the case of property acquired prior to March 1, 1913, and sold sub- 
sequent thereto can never exceed the actual loss or excess of cost over sale 
price. The fact of actual loss must first be found and resort had to section 
202 of the act solely for the purpose of determining the deductible amount 
thereof. 
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2. Losses—Cost Less THAN Marcu 1, 1913, VALUE. 

The deductible loss in the case of property acquired prior to March 1, 
1913, and sold after that date at a price less than the cost thereof, the cost 
being less than the value on March 1, 1913, is the difference between the 
cost and sale price and not the difference between March 1, 1913, value and 
sale price. 

The attached decision of the United States district court for the eastern 
district of Pennsylvania in the case of Charles H. Ludington v. McCaughn, 
collector, is published for the information of internal revenue officers and 
others concerned. 

District CouRT OF THE UNITED STATES, EASTERN DISTRICT OF 
PENNSYLVANIA. 
Charles H. Ludington, plaintiff, v. Blakely D. McCaughn, collector of 
internal revenue, defendant. 
(June 15, 1923) 

McKEEHAN, district judge: The plaintiff sues to recover $3,094, the 
amount of an additional income tax assessed against him for the calendar 
year 1919 and paid under protest. Prior to March 1, 1913, he purchased 
certain securities for $32,500 and sold them in 1919 for $3,866.91. Thus the 
difference between the cost and the selling price, the actual loss was 
$28,633.09. The selling price, however, was $33,183.09 less than the market 
price of the securities on March 1, 1913. In his income return the plaintiff 
claimed the latter sum as a deduction and the commissioner reduced the 
amount of the deduction to the actual loss, thereby increasing the plaintiff's 
tax by $3,094. 

The plaintiff stands upon the letter of section 202 of the revenue act 
of 1918 (approved February 24, 1919, 40 Stat. 1060-1067) and insists that 
if it means what it says he is entitled to the deduction he claimed. This 
section provides: 

Sec. 202 (a). That for the purpose of ascertaining the gain derived 
or the loss sustained from the sale or other disposition of property, 
real, personal, or mixed, the basis shall be— 

(1) In the case of property acquired before March 1, 1913, the 
fair market price or value of such property as of that date; and 

(2) In the case of property acquired on or after that date, the 
cost thereof; * * * 


This provision, standing alone, gives color to the plaintiff's contention, 
but not when considered in relation to the sixteenth amendment and in 
relation to other provisions of the act. The grant of power extended 
only to the taxation of actual income. The act intended to tax only actual 
income, which means actual gross income less the deductions specified in 
the act. Included in gross income are “gains, profits, whether real or 
personal.” And among the deductions allowed are “losses sustained during 
the calendar year and not compensated for by insurance or otherwise, if 
incurred in any transaction entered into for profit, though not connected 
with the trade or business.’ The adoption of the sixteenth amendment 
was proclaimed by the secretary of state on February 25, 1913, and in 
order that gains and losses that had accrued prior to that time should be 
excluded in the computation of “income,” the market price as of March l, 
1913, was selected as the basis for computing gains and losses as to property 
acquired prior thereto. In other words, the act was to operate only on 
gains and losses accruing subsequent to the adoption of the amendment. 
But in selecting this method of accomplishing the result, congress did not 
intend to impose a tax on a mere fictitious or paper profit, or to permit the 
deduction of a mere fictitious or paper loss. Only actual gains are taxed, 
only actual losses are deductible. The intent and purpose of section 202 
is this: That where a part but not all of an actual gain accrues after 
March 1, 1913, only so much as accrues after that date is income, and 
where a part but not all of an actual loss accrues after March 1, 1913, 
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only so much as accrues after that date is deductible. It is a limitation 
upon the amount of gains that are taxed and of losses that are deductible. 
Given an actual gain or loss, the market value on March 1, 1913, was 
selected as a reasonable criterion for determining how much, if any, of 
the gain or loss accrued subsequent to the adoption of the amendment. 

In Welsh v. Brewster (255 U. S. 536), one of the transactions before 
the court involved securities that Walsh purchased in 1902 and 1903 for 
$231,300 and sold in 1916 for $276,150, an actual gain of $44,850. Their 
market value on March 1, 1913, however, was only $164,480, and the col- 
lector assessed the tax upon $111,670, being the difference between that 
market value and the selling price. The decision was that the assessment 
was illegal and that Walsh was taxable only on his actual gain of $44,850. 
Another transaction involved in the Walsh case was the purchase of 
securities in 1899 for $191,000 and their sale in 1916 for the same amount. 
Their market value on March 1, 1913, however, was only $151,854. The 
decision was that a tax assessed on the difference between that amount and 
the selling price was illegal, no actual gain having been realized. In 
Goodrich v. Edwards (255 U. S. 527), one of the transactions had reference 
to securities that had been purchased in 1912 for $500 and sold in 1916 for 
$13,931.22. The market value on March 1, 1913, was $695. Thus there 
was an actual gain of $13,431.22, but only $13,236.22 of it had accrued 
subsequent to March 1, 1913. The decision was that the tax was properly 
assessed on the latter amount. The other transaction involved in the 
Goodrich case was a block of securities purchased in 1912 for $291,600 and 
sold in 1916 for $269,346, an actual loss of $22,254. The market value on 
March 1, 1912 (1913), however, was only $148,635, so that the taxpayer 
had a paper profit of $120,711 on the basis of March 1, 1913, value. The 
decision was that an actual loss having been sustained, a tax assessed upon 
the paper profit was illegal. Whether the taxpayer could have claimed a 
deduction for his actual loss of $22,254 was not before the court and was 
not decided. 

The questions decided in these cases had to do with gains not losses, 
and the cases arose under the income-tax law of 1916. But the provisions 
of that act on this question differed only in arrangement and not in sub- 
stance with the act of 1918. Section 2 (c) of the act of 1916 provided 
that “for the purpose of ascertaining the gain derived from the sale” of 
property acquired prior to March 1, 1913, the fair market price as of the 
date “shall be the basis for determining the amount of such gain derived,” 
and section 5, in dealing with allowable deductions, provided that “for the 
purpose of ascertaining the loss sustained from the sale” of property 
acquired before March 1, 1913, the fair market price as of that date “shall 
be the basis for determining the amount of such loss sustained.” Thus, 
under the act of 1916, losses were to be computed in the same way as gains, 
and these provisions were substantially reenacted in section 202 of the act 
of 1918. So, I think that the supreme court’s construction of the compu- 
tation of “gains” applies equally to the computation of “losses” under the 
act of 1918. . iggy | 

The plaintiff, therefore, was not entitled to a deduction in excess of 
his actual loss, and the additional tax of $3,094 was properly assessed. 
Judgment may be entered for the defendant. 


(T. D. 3499—July 20, 1923) 
Distribution out of earnings or profits accumulated prior to March 1, 1913. 

Article 1548 of Regulations 62 amended—T. D. 3478 revoked and 

T. D. 3475 affirmed. 

Article 1543 of Regulations 62 is hereby amended to read as follows 
(the italic is not a part of the amended article, but is used to indicate the 
additions and changes made by the amendment) : 

Art. 1543. Distribution out of earnings or profits accumulated prior 
to March 1, 1913—Any distribution by a corporation out of earnings or 
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profits accumulated prior to March 1, 1913, or out of increase in value of 
property accrued prior to March 1, 1913 (whether or not realized by sale 
or other disposition prior to March 1, 1913), is not a dividend within the 
meaning of the act. The provisions of the preceding sentence shall be 
applied uniformly to cases arising under the revenue act of 1916, the 
revenue act of 1917, and the revenue act of 1918, as well as the revenue 
act of 1921. A corporation can not distribute earnings or profits accumu- 
lated or increase in value of property accrued prior to March 1, 1913, 
unless and until all earnings or profits accumulated since February 28, 1913, 
have been distributed. Whenever one corporation receives from another 
corporation distributions out of earnings or profits accumulated by such 
other corporation prior to March 1, 1913, or out of increase in value of its 
property accrued prior to March 1, 1913, and the “receiving” corporation, 
after having first distributed all of its earnings and profits accumulated 
since February 28, 1913, distributes to its stockholders the amount so 
received by it from such other corporation, the distribution by the 
“receiving” corporation to its stockholders is not a dividend within the 
meaning of the act and is exempt from tax. 

In determining whether a dividend is out of earnings or profits accumu- 
lated since February 28, 1913, or prior to March 1, 1913, due consideration 
must be given to the facts, and mere bookkeeping entries increasing or 
decreasing surplus will not be conclusive. 

A distribution made by a corporation out of earnings or profits 
accumulated or increase in value of property accrued prior to March l, 
1913, is exempt from tax, even if in excess of the cost or other basis 
provided in articles 1561-1563 and 1568, of the stock on which declared. 
However, where any tax-free distribution out of earnings or profits accum- 
ulated or increase in value of property accrued prior to March 1, 1913, 
has been made, the distributee can not deduct any loss from the sale or 
other disposition of the stock unless, and then only to the extent that the 
cost, or other basis, exceeds the sum of (1) the amount realized from the 
sale or other disposition of the stock, and (2) the aggregate amount of 
such distributions received by him thereon. The provisions of this para- 
graph are also applicable to a distribution by a “receiving” corporation 
made under the conditions set forth in the first paragraph of this article, 
and to the distributees in deducting any loss from the sale or other 
disposition of stock in the “recewing” corporation. 

Example—A purchased certain stock subsequent to March 1, 1913, 
for $10,000 and received in 1921 a distribution thereon of $2,000, paid out 
of the earnings or profits of the corporation accumulated prior to March 1, 
1913. This distribution does not constitute taxable income to A. If A 
subsequently sells the stock for $6,000 a deductible loss of $2,000 is 
sustained. If he sells the stock for $12,000, a taxable gain of $2,000 is 
realized. No gain or loss is recognized if he sells the stock for an amount 
ranging between $8,000 and $10,000. 

Under date of May 9, 1923, T. D. 3475 was approved, amending article 
1543 of regulations 62 to provide substantially as above set forth. On 
May 14, 1923, no cases having been closed on the basis of T. D. 3475, 
T. D. 3478 was issued revoking T. D. 3475, and the question involved in 
the amendment was referred to the attorney general for opinion. His 
opinion, dated June 21, 1923, has now been received, and is in entire accord 
with the amendment originally effected by T. D. 3475. Accordingly T. D. 
3478 is revoked, T: D. 3475 is approved, and article 1543 of regulations 62 
is amended to read as hereinabove provided. 


(T. D. 3500—July 23, 1923) 
Income tax—Revenue act of 1918—Decision of court. 


1. MANDAMUS—AMENDED RETURNS. 
Mandamus wiil not lie to compel the exercise by the commissioner of 
internal revenue of the power vested in him by section 212 of the revenue 
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act of 1918 to approve a change in a taxpayer’s accounting period from a 
fiscal year to a calendar year, or to accept amended returns. 


2. ACCOUNTING PERIOD—CHANGE FROM FISCAL TO CALENDAR YEAR. 

Where a taxpayer voluntarily changed its accounting period from a 
calendar to a fiscal-year basis and filed returns on this basis, mandamus 
will not lie to compel the commissioner to accept amended returns on a 
calendar-year basis. 

The following decision of the supreme court of the District of 
Columbia in the case of The Greylock Mills, a corporation, v. David H. 
Blair, commissioner of internal revenue, is published for the information 
of internal-revenue officers and others concerned: 


IN THE SUPREME CourRT OF THE District oF COLUMBIA. 
[Law No. 67451] 

United States ex rel. The Greylock Mills, a corporation, petitioner, v. 
David H. Blair, commissioner of internal revenue. 
MEMORANDUM. 

This is a petition for mandamus against respondent, filed March 8, 
1923. 

From the allegations set forth in the petition it appears that The 
Greylock Mills, engaged in the manufacture of cotton goods, was incor- 
porated in 1880, under the laws of the State of Massachusetts, and has 
its principal office in North Adams, in that state; that petitioner, now and 
for many years past, regularly closed its books on the last day of March, 
June, September, and December of each year and computed its income 
accurately for each said quarter, a physical inventory being taken on the 
last day of each such quarter; and that neither its charter nor by-laws 
nor laws of the state of Massachusetts fixed for it any fiscal period. 

That petitioner filed on a calendar-year basis all income and excess- 
profits tax returns required under the acts of 1913, 1916, and 1917, for the 
years 1913 to 1917, inclusive; and that it did not elect to make any of 
such returns upon the basis of other than a calendar year, although each 
of the acts just mentioned provided that any corporation might designate 
the last day of any month for the closing of its fiscal year, and thus be 
entitled to have its tax computed upon the basis of a fiscal instead of a 
calendar year. 

That the revenue act of 1918 provided that return shall be made on or 
before the 15th day of the third month following the close of the fiscal 
year, or, if the return be made on the basis of the calendar year, the same 
shall be made on or before the 15th day of March, and that the commis- 
sioner might grant a reasonable extension of time for filing returns, for 
good cause shown, etc. 

That the commissioner of internal revenue did not extend the time 
for filing the return of petitioner, or of taxpayers generally, and required 
payment on March 15, 1919, of the first installment of petitioner’s taxes 
for the taxable year 1918; and that petitioner, on or before March 15, 1919, 
filed its return for the calendar year 1918 on Form 1031—T, whereon it 
estimated its tax as amounting to $266,000, and transmitted a payment of 
$100,000 with its return. 

The revenue act of 1918, supra, further provides that the net income 
shall be computed on the basis of the taxpayer’s annual accounting year 
(fiscal or calendar year, as the case may be) in accordance with the 
method of accounting regularly employed in keeping the books of such 
taxpayer; but if no such method of accounting has been so employed, or 
if the method employed does not. clearly reflect the income, the compu- 
tation shall be made upon such basis and in such manner, as, in the opinion 
of the commissioner, does clearly reflect the income, etc. Also that the 
taxable year of the taxpayer means his fiscal year, or the calendar year if 
he has not established a fiscal year; that the term “fiscal year” means an 
accounting period of 12 months ending on the last day of any month other 
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than December, and that no fiscal year will be recognized unless before 
its close it was definitely established as an accounting period by the tax- 
payer and the books of the taxpayer were kept in accordance therewith; 
further, that a taxpayer having an existing accounting period which is a 
fiscal year within the meaning of the statute not only needs no permission 
to make his return on the basis of such a taxable year but is required to 
do so, regardless of the former basis of rendering returns; and a person 
having no such fiscal year must make return on the basis of the calendar 
year. 

Petitioner further alleges that in previous years it had elected to file 
its return on a calendar-year basis, and that in filing its returns on March 
15, 1919, for the taxable year 1918 on a calendar-year basis it similarly elected 
the calendar year as its annual accounting period; that petitioner’s annual 
accounting period for the taxable year 1918 and for prior taxable years 
was the calendar year, in accordance with the method of accounting regu- 
larly employed in keeping petitioner’s books; that it clearly reflected the 
petitioner’s income for such period; that petitoner did not for the taxable 
year 1918 or for any subsequent taxable years change its annual accounting 
period from a calendar to a fiscal-year basis; that petitioner never requested 
nor received permission or approval of the commissioner of internal 
revenue to a change of its annual accounting period from a calendar to a 
fiscal year, and that in 1918 and for many years prior thereto the books 
of petitoner, which were closed quarterly, had been ruled down annually 
on June 30. 

Petitioner further alleges that at the time of preparing its revised and 
completed return required to be filed on or before June 15, 1919, it engaged 
certain auditors and accountants of Boston to prepare the same, and that 
the latter erroneously interpreted certain provisions of the law of 1918, 
supra, as requiring that petitioner’s return should have been filed upon the 
basis of a fiscal year ending June 30, because its books had been ruled 
down on that date, and thus it was that the revised and completed return 
of petitioner for the taxable year 1918, filed June 14, 1919, was on the 
basis of a fiscal year ending June 30, 1918. 

Petitioner further alleges that thereafter and on May 25, 1921, there 
was published a ruling of the commissioner of internal revenue, through 
his committee on appeals and review [A. R. R. 501], in which it was held 
that the mere fact that the books of a corporation were not ruled down 
on December 31 does not preclude the corporation from filing returns on 
the basis of a calendar year, provided that the books were closed on that 
date and that such closing reflected the correct financial condition and net 
income. 

That by letter dated February 2, 1922, petitioner sought permission 
from respondent to file amended returns for the taxable year 1918 and 
subsequent years on a calendar-year basis, and that was followed by a 
series of letters, rulings, appeals, etc., all finally terminating adverse to 
the application of the petitioner, in which connection it appears that the 
petitioner, prior to making request for permission to file amended returns 
on the basis of a calendar year, had successively filed its returns on a fiscal 
year basis not only for the year ending June 30, 1918, but for the succeed- 
ing years ending June 30, 1919, 1920, and 1921. 

The prayer of the petition is for the usual rule to show cause why the 
writ of mandamus should not issue and, finally, for a writ of mandamus 
commanding respondent to accept petitioner’s amended income and profits 
tax returns for the calendar year 1918 and for each subsequent calendar 
year. 
‘ Upon the filing of the above petition rule to show cause issued, and 
on April 27, 1923, respondent filed answer to the petition and to the rule 
to show cause and from which answer the following is summarized: 

That on March 14, 19J9, the relator filed “tentative return and estimate 
of corporation income and excess-profits taxes and request for extension 


294 








Income-tax Department 








of time for filing of returns’? on Form 1031-T; that said return was not 
final and complete for the calendar year 1918, for the fiscal year ended 
June 30, 1918, or for any other taxable period. 

That on June 14, 1919, relator filed “corporation income and profits- 
tax return” on Form 1120 for the “fiscal period begun July 1, 1917, and 
ended June 30, 1918,” showing amount of corporation income and excess- 
profits tax due for the fiscal period ended June 30, 1918, said return being 
the regular and final return of corporation income and profits taxes filed 
on the basis of a fiscal-year accounting period ending June 30, 1918, and 
being a departure from the relator’s practice of filing such returns on the 
basis of a calendar year accounting period ending December 31 of each 
year, and the same was accepted by the respondent as the relator’s return 
for the fiscal year ended June 30, 1918. 

That the return filed by relator on March 14, 1919, was a “tentative 
return and estimate,” as above, and the same was not the final and com- 
plete aoe of relator for the year 1918 and was not accepted by respondent 
as such, 

That the annual accounting period of relator for the taxable year 1918 
and prior taxable years, in accordance with the method of accounting 
regularly employed in keeping petitioner’s books, was the fiscal year ending 
June 30 and that it rules down its books on the 30th day of June each 
year and makes an annual financial statement to the public as of that date 
of each year, and its stockholders’ meetings are held during the month of 
July of each year. 

That by filing its return on June 14, 1919, of “corporation income and 
profits tax” on Form 1120 for the “fiscal period begun July 1, 1917, and 
ended June 30, 1918,” relator elected to abandon its practice of filing such 
returns on a calendar-year basis and to adopt as its accounting period fiscal 
year ending June 30, and that relator, for each taxable year since 1918, 
namely, on the 30th day of June of the years 1919, 1920, 1921, and 1922, 
has filed its returns of net income on the basis of such fiscal-year account- 
ing period, the dates of filing such returns being September 19, 1919, Sep- 
tember 18, 1920, September 15, 1921, and September 14, 1922, respectively, 
and that the returns so filed have been accepted by respondent without 
objection. 

Respondent denies that he changed the accounting period of relator 
from a calendar to a fiscal-year basis and states that he merely accepted 
the change made by the relator itself. 

Respondent admits that demand was made upon him for the accept- 
ance of amended returns on a calendar-year basis and that such demand 
was refused, but he denies that such action was unwarranted under the act 
of 1918, and avers that such refusal was pursuant to the power and 
authority conferred upon him by law and regulations, and was done in 
the exercise of his judgment and discretion as a public officer. 

For further answer respondent states that the relator is seeking to 
review a decision rendered by respondent in the course of administering 
the internal-revenue laws of the United States; that such decision involved 
the exercise of judgment and discretion; that respondent’s jurisdiction is 
exclusive and not reviewable by this or any other court; that the action 
taken by him was as an officer of and in the interests of the United States; 
that the latter is an indispensable party to the action; that if respondent 
be compelled by mandamus to accept amended returns of relator for 1918 
and subsequent years the United States may be liable for the refund of 
taxes to relator to the extent of many thousands of dollars, and that the 
United States has not consented to be sued in this form of action; and, 
finally, that by not seeking to enforce his alleged right until the filing of 
this suit (March 8, 1923), or at least until the filing of application for 
permission to amend said returns (February 2, 1922), relator has been 
guilty of gross laches and is thereby barred of any right to the relief 
sought, if any such right exer existed. 
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Thereafter and on May 9, 1923, petitioner filed plea to the return 
and answer of the respondent, the details of which, however, do not here 
require statement, as there seems to be no particular controversy between 
the parties as to the facts in the case, the real,point of controversy being 
as to the correct legal conclusions to be drawn from such facts. 

Following the filing of the above plea the respondent, May 21, 1923, 
filed motion to strike out petitioner’s said plea, and each and every para- 
graph thereof, upon divers grounds not necessary here to be specially noted, 
and also demurred to the plea or pleas as being bad in substance for the 
reasons : 

1. That the same admit the material averments of the answer and 
allege no facts in avoidance thereof. 

2. That it appears affirmatively therefrom that petitioner elected to 
file its 1918 return on the basis of its fiscal year ending June 30, 1918, and 
that under section 212-b of the revenue act of 1918 (40 Stat. 1057), 
respondent is vested with discretion to withhold or grant his approval of 
a change in such accounting period. 

3. That it affirmatively appears therefrom that petitioner has been 
guilty of such gross laches in seeking to enforce his alleged right to file 
amended returns that he is thereby barred of any right to the relief sought 
by him in this proceeding, if any such right ever existed. 

The cause came on for oral argument before the court on June 1, 1923, 
the same, by agreement of counsel, being limited to the demurrer above 
mentioned, it being conceded that if said demurrer be well founded as a 
matter of law, judgment of dismissal of the petition would follow. 

The court has carefuly considered the questions involved in the case, 
not only as developed by the oral arguments of counsel, but also, and in 
addition to those arguments, it has given careful thought and study to 
said questions and has reached the conclusion that the demurrer of 
respondent is well founded, and that the same should be and is sustained. 


A. A. HoeEx.ine, Justice. 
June 11, 1923. 





It is announced that Albert T. Bacon & Co., Chicago, have succeeded 
to the practice conducted by the late Frederick F. Judd. 





Hoenig & Hoenig announce the opening of an office in the American 
Mechanics building, Trenton, New Jersey. 





Lovejoy & O’Donoghue announce the opening of a branch office in 
the Second National building, Akron, Ohio. 





William M. Raphael announces the removal of his offices to 151 
Fifth avenue, New York. 





Kaiser & Seiden announce the removal of their offices to 110 East 42nd 
street, New York. 





Joyce & Mattis announce the removal of their offices to 100 East 42nd 
street,, New York. 
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AMERICAN INSTITUTE OF ACCOUNTANTS EXAMINATIONS 


(Note — The fact that these answers appear in THE JOURNAL OF 
AccouNTANCY should not lead the reader to assume that they are the 
official answers of the American Institute of Accountants. They merely 
represent the personal opinion of their author.) 


COMMERCIAL LAW* 
May 17, 1923, 9 A. M. to 12.30 P. M. 
NEGOTIABLE INSTRUMENTS 
Answer three of the following four questions: 


No. 1 (10 points) : 
In what particulars is the following paper not in the usual form? 
“Boston, Mass. 
I, Thomas H. Green, promise to pay to James Malone or order 
Two Hundred Dollars. Value received. 
(Signed) THomas H. Green.” 
Answer: 

This note is not in the usual form in that it does not bear the date of 
issue or the date or place of payment. Neither does it call for the pay- 
ment of interest. None of these omissions, however, affects the validity 
or negotiable character of the instrument (negotiable instruments law, 
sec. 6). As to an undated instrument, section 17 (3) of the act provides 
that “where the instrument is not dated, it will be considered to be dated 
as of the time it was issued.” Where no time for payment is expressed, 
the instrument is payable on demand (sec. 7 (2) ). Where no place of 
payment is specified, and the instrument bears the address of the maker, 
it is payable there—in this case, at the maker’s place of business or resi- 
dence, in Boston, Massachusetts (sec. 73). As to interest, the presence or 
omission of reference thereto is immaterial. This is a matter of agree- 
ment between the original parties. If no interest is provided for, none can 
be demanded, unless so allowed by the interest statutes of the particular 
state, in which case the legal rate would apply. After maturity, practically 
all states allow interest at the legal rate from that time until the paper 
is paid, where the paper is silent as to interest. In the present case, the 
note being demand paper, it would bear interest at the legal rate from the 
date of issue. 


No. 2 (10 points) : 

Andrew J. Morse drew a cheque on the A B Bank to the order of 
Samuel Winter in payment for goods purchased. Winter held the cheque 
more than three months before presenting it for payment. During that time 
the A B bank failed. Morse had, however, withdrawn his deposits before 
the failure. Was Morse released from liability on the cheque? 


Answer: 
No. Winter can still hold Morse on this cheque. Section 186 of the 
act provides as follows: “A cheque must be presented for payment within 
*Answered by John C. Teevan, instructor in business law, Northwestern Uni- 
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a reasonable time after its issue, or the drawer will be discharged from 
liability thereon to the extent of the loss caused by the delay.” Under the 
construction given by the courts to the words “reasonable time” a cheque 
must be presented for payment not later than the day after its receipt by 
the payee. However, the payee is under no duty to the drawer to present 
the cheque within a reasonable time and is not prejudiced by delay, except 
where the fund has been lost by the failure of the bank. In this case, 
Morse withdrew his deposit from the bank before the failure and hence no 
loss was caused to him by Winter’s delay in presenting the cheque. 


No. 3 (10 points) : 

What are personal defenses to a negotiable instrument and in what 
circumstances may they be invoked? Name some personal defenses. 
Answer: 

The personal defenses to a negotiable instrument are those defenses 
which are personal to the original parties to the instrument, and can there- 
fore be raised as between such parties, but cannot be set up against a holder 
in due course. When negotiable paper passes into the hands of a holder 
in due course, the personal defenses, if any, are said to be cut off. If, 
however, the transferee is not a holder in due course, he is subject to 
these defenses. The chief personal defenses are: 

(1) Payment before maturity without taking up the paper. 

(2) Set-offs or counter claims. 

(3) Lack of consideration. 

(4) Failure of consideration and breach of contract. 

(5) Fraud in the consideration or inducement. 

(6) Illegality of consideration, where no statute expressly makes the 

paper null and void. 
Non-delivery of the instrument. 

(8) That the instrument was delivered in an incomplete form, with 
authority to the taker to fill the blanks and that the blanks were 
filled in excess of such authority, without the knowledge of the 
holder. 


No. 4 (10 points) : 

What is (1) a collateral note, (2) a judgment note? 
Answer: 

(1) A collateral note is a promissory note which by its terms recites 
that the maker has delivered to the payee, to secure the payment of the 
note, certain described securities or other property and giving the holder, 
in the event that the note is not paid when due, the right to dispose of said 
collateral by sale or otherwise and to apply the proceeds to the payment of 
the note. If the proceeds of the sale of the collateral are insufficient to 
pay the note in full, the holder may of course look to the maker for the 
deficiency. If the note is paid when due, the holder is required to return 
the collateral to the maker. 

(2) A judgment note is a form of promissory note in which the maker 
authorizes any attorney of record, in the event of the maker’s failure to 
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pay the note in full when due, to confess judgment through a very brief 
court procedure against him, the maker, for the unpaid principal and dnter- 
est, together with a stipulated or reasonable attorney’s fee. This procedure 
obviates the delay and expense of a suit on an ordinary note in which the 
defendant (the maker) is entitled to notice of such suit by service of 
process and has the right to file a defense and to have the case heard in 
court on its merits. ' 
CONTRACTS 
Answer two of the following three questions: 

No. 5 (10 points) : 

Jones acted as a broker in the sale of Smith’s home, and Smith agreed 
to pay him a commission of five per cent. The state of New York requires 
all such real-estate brokers to be licensed and to pay a license fee. Jones had 
no such license. Smith refused to pay Jones his commission, and Jones sued. 
Could he recover? 

Answer: 

Jones cannot recover. He had not secured a real-estate broker’s license 
as required by the laws of the state, and therefore any contract he might 
enter into involving his services as a real-estate broker would be illegal 
and void. The statute in question exists for the purposes of protecting the 
public and not merely for the purposes of revenue; hence, any contract 
entered into in violation of such statute is illegal. The general rule as to 
illegal contracts is that the courts will give no relief, but will leave the 
parties where it finds them. It has been held, however, in some states, that 
the above rule does not apply to one who is not a regular broker but acts 
only in an isolated transaction. 


No. 6 (10 points) : 

State what contracts in general may be assigned and what may not. 
Answer: ° 

In general, all contracts may be assigned, provided all the parties 
thereto consent. In the absence of such consent, no contract, strictly speak- 
ing, may be assigned. It is only the rights acquired under a contract that 
are assignable without the consent of the debtor or obligor, and these are 
limited to the rights to receive money, goods or other property where such 
property hasbeen earned or payment for it has been made. In other words, 
a party to a contract may assign his contractual rights when such assign- 
ment does not involve the credit, skill or other personal element of the 
assignor. Contractual rights to personal services are not so assignable. 


No. 7 (10 points) : 

A made a written contract with B to purchase B’s dry-goods store, 
A paying B $2,000 at the time when possession was given and agreeing to 
pay the balance of $2,500 on or before January 1, 1923. On January 3, 
1923, the balance due being unpaid, A secured B’s agreement to postpone 
the payment until April 1, 1923. On March 5, 1923, B sued A for the 
balance due. Could he recover? 
Answer: 

B can recover. On January 1, 1923, under the terms of the contract, A 
became indebted to B for the balance of $2,500. B’s agreement with A on 
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March 5, to postpone or extend the time of this payment was not supported 
by any consideration moving from A. A, as promisee, sustained no legal 
detriment. He neither gave nor promised to give up anything. He was 
already in default and B can sue at any time and recover. 
PARTNERS HIP 
Answer one of the following two questions: 
No. 8 (10 points) : 

A, B and C are engaged as partners in the lumber business. A dies 
and bequeaths his entire estate to his son, X. X desires to come into the 
firm in his father’s place. What are X’s rights? 

Answer: 

The death of A dissolved the partnership, as a matter of law, where- 
upon it became the duty of B and C to wind up the partnership and to pay 
A’s share, if any, to the executor of A’s estate. The firm of A, B and C 
having ceased legally to exist, X could not therefore take his father’s 
place. If B and C saw fit, they could accept X as a co-partner for the 
purpose of continuing the old business, but this would be a new firm. On 
the other hand, under the rule of delectus persone, B and C are not. bound 
to accept X as a partner. The only right existing in X’s favor is that the 
executor of his father’s estate can require B and C to wind up the business 
at once and pay A’s share, if any, to him as above stated. 


No. 9 (10 points) : 

Martin and McBride were co-partners in a certain business. Martin 
sued McBride for supplies furnished to the latter by the former for the 
operation of an independent business carried on by McBride, entirely inde- 
pendent of the partnership. Could Martin recover? 


Answer: 

Martin can recover. The fact that Martin and McBride were partners 
is immaterial as regards this suit. If Martin’s claim had arisen out of a 
partnership transaction, his proper procedure would have been to file a bill 
in equity for dissolution and accounting, as one partner cannot sue his co- 
partner at law unless they have made a final settlement and struck a 
balance. Where, however, as in this case, partners engage in business 
transactions entirely unconnected with the partnership, the partnership 
rule does not apply. The parties do not come into court as partners, but 
as ordinary individuals. 

CORPORATIONS 
Answer two of the following three questions: 


No. 10 (10 points) : 
Explain the principal advantages of doing business as a corporation 
rather than as a copartnership or as an individual. 


a8 


Answer: pe ts 
(1) The main advantage of the corporate form of doing business lies 
in the fact that the liability of the stockholders is, with some few excep- 
tions, limited to the amount of their subscription to capital stock. Part- 
ners and individuals on the other hand have unlimited liability. 


300 


per 








Students’ Department 








(2) A stockholder in a corporation is not liable for the unauthorized 
acts of the other stockholders. A stockholder, as such, has no real, 
apparent or implied authority to bind the corporation or the other stock- 
holders. In a partnership, each copartner is the agent of the firm and 
of all the other copartners, and, in addition to his real authority, he may 
by his apparent or implied authority impose liability upon his associates. 
So also a sole proprietor may incur liability by reason of an unauthorized 
act of his agent, where such agent has apparent or implied authority. 

(3) A corporation affords stability and permanency of organization. 
In a partnership or sole proprietorship, the death of a partner or of the 
proprietor necessitates a reorganization, if the business is to continue. The 
death or withdrawal of a stockholder has no such effect on the corporation. 

(4) A corporation by its inherent nature provides and encourages a 
high degree of system and organization. Officers and directors are required, 
as are constitution and by-laws. Directors and stockholders’ meetings 
are required to be held from time to time. These features are not neces- 
sarily present in partnerships and sole proprietorships. 

(5) The incorporation of a business provides better facilities for 
securing capital, at its inception by the sale of stock and subsequently by 
borrowing money through bond issues, etc. 

(6) As distinguished from a partnership, a corporation is a legal unit 
or entity which may, in its own name, commence suits, make contracts, 
acquire and hold title to property. This is not, in general, the case with a 
partnership, which is not a legal entity but only a relationship. 


No. 11 (10 points) : 

The X Y Corporation is engaged in the grocery business in the city of 
Harrisburg, Pennsylvania. Its directors, by a resolution duly adopted, 
authorized the officers to enter into a copartnership agreement with W, 
the object being to operate a grocery store in Philadelphia, W to supervise 
the running of the store and to furnish some capital, the corporation to 
furnish the balance of the necessary capital and to attend to the buying 
of all stock. The agreement was adopted. Was it a valid agreement? 


Answer: 

The general rule is that a corporation has no power to form a partner- 
ship in the absence of statutory authority, which rarely exists. Were the 
rule otherwise, parties outside the corporation would have the power of 
management and control over the corporation; also it might have burden- 
some responsibilities imposed upon it by non-corporate agents. Further, 
the road would be opened to the formation of trusts and monopolies and 
the performance of acts not authorized by the charter. Whether, in this 
case, it be the officers or the corporation itself which is to enter into 
partnership with W, the result is the same. The corporation is to furnish 
part of the capital and perform certain acts. This is clearly ultra vires. 
The agreement in invalid. 


No. 12 (10 points) : 

A corporation which was in financial difficulties determined to cease 
business. It proceeded to sell certain assets, the proceeds of which were 
distributed pro rata among the stockholders as a dividend in liquidation. 
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Later, on the petiton of the creditors, the corporation was declared bank- 
rupt, and the trustee in bankruptcy brought suit against the stockholders 
to recover the amounts distributed to them. Were the trustees’ suits 
successful? 

Answer: 

Where dividends, ordinary or in liquidation, are improperly paid to 
stockholders, as in this case, the stockholders may be forced to return 
them for the benefit of the corporate creditors. The trustee in bankruptcy 
succeeds to the rights of the creditors of the bankrupt and could recover 
on this ground. Further, stockholders are not creditors of a corporation, 
so that even if they took the dividends in good faith, which is evidently 
not the case here, the trustee could recover them on the ground that their 
payment constituted a fraudulent conveyance. Where a corporation wishes 
to dissolve, the corporation acts invariably require, among other things, 
that the corporation shall collect all its corporate property and discharge 
all its corporate debts and liabilities. 


FEDERAL INCOME TAX 
Answer both the following questions: 
No. 13 (10 points) : 
Define the terms “capital assets’ 
present income-tax law. 


and “capital gain” as defined by the 


Answer: 

These terms are defined in the revenue act of 1921 as follows: 

Section 206 (a) (1). “The term ‘capital gain’ means taxable gain 
from the sale or exchange of capital assets consummated after December 
31, 1921.” 

Section 206 (a) (6). ‘“‘The term ‘capital assets’ as used in this section 
means property acquired and held by the taxpayer for profit or investment 
for more than two years (whether or not connected with his trade or 
business), but does not include property held for the personal use or con- 
sumption of the taxpayer or his family, or stock in trade of the taxpayer 
or other property of a kind which would properly be included in the 
inventory of the taxpayer if on hand at the close of the taxable year.” 


No. 14 (10 points) : 

How is “capital gain,” mentioned in the preceding question, taxed 
under the present income-tax law? 
Answer: 

Section 206 (b) provides for the taxation of capital gain as follows: 

“In the case of any taxpayer (other than a corporation) who for any 
taxable year derives a capital net gain, there shall (at the election of the 
taxpayer) be levied, collected and paid, in lieu of the taxes imposed by 
sections 210 and 211 of this title, a tax determined as follows: 

“A partial tax shall first be computed upon the basis of the ordinary 
net income at the rates and in the manner provided in sections 210 and 211, 
and the total tax shall be this amount plus 12% per centum of the capital 
net gain; but if the taxpayer elects to be taxed under this section the total 
tax shall in no such case be less than 12% per centum of the total net 
income.” 
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A MINING PROBLEM 
A solution of the following problem has been requested: 








On January 1, 1916, Mr. A. Black purchased 1,200 acres of coal lands 
together with the overlying surface, paying therefor $300 per acre, which 
was considered as $50 per acre for the surface land and $250 for the coal 
land. Prospecting established the fact that the recoverable tonnage would 
be approximately 5,000 tons per acre. The cost of making two openings 
before getting on a production basis was $30,000, which was capitalized, as 
was also the cost of prospecting of $18,000. Productive operations began 
January 1, 1917, and the tonnages produced from that time to the end of 


1922 were as follows: 


_. = SRR a Ree oe 150,000 tons 
| SCS OPOe ee ts 250,000 “ 
WO Dies kcdcetescwcaceiecsccen 
, oS eon 350,000 “ 
, 5 Seas 300,000 “ 
. 2 A ES RNA oo 400,000 “ 


At December 31, 1922, a trial balance of this proprietorship was as 


follows: 





CON xd dh os dade dicta aan cans eas $ 25,000.00 

Ch. SS. Re Oe hide kass cess vacwaSs 15,000.00 

PN, CIE, ooh 0860 6 66 Kea Ks ge ee 85,000.00 

a OE Sar se Ree eee 5,000.00 

Pe EE ooo css cacccGoryyesksane'ens 500.00 

Deposit for compensation insurance .......... 5,000.00 

Cr Si IED. 5 Saekd cass due sceincns 360,000.00 

Pe cian die ie ea tare cc ibe ns Kino eo pn a 20,000.00 

Locomotives, Git GOFh, C6... «00. 0c ccnecce 45,000.00 

Dee, ST I . ince cwicnssseasdane 5,000.00 

Miscellaneous equipment .................... 17,500.00 

UT IE Fides nde Ss oss sacceesasevanste 4,500.00 

EO ID 6 ic bask ang ewes eunnves 30,000.00 

3. ae PR OME Ap Pa Peter 18,000.00 

Unexpired-insurance premiums .............. 1,750.00 

PR I on wc hannasehnntycndesseienes $ 70,000.00 

PUT ID hog kc 550s 40065405 sce bbsnes 22,500.00 

SE I 38S 45% Lass sc eaceesRenee ene 15,000.00 

ee IIE 6 6-6 can nebaouessnucesnom 250.00 

ee iis cus cases Hee ncataeuassaen 7,500.00 

Personal and miscellaneous accounts ......... 1,250.00 

Reserve for depreciation ................+00. 27,500.00 

A. Black investment account ................. 250,000.00 

CI gs nose tulneshn csanesesadee sn cueunn 1,250,000.00 

I ON Bins ts san ed ace eues veRseeee 900.00 

Sis on c6cc ceases kaekseUGassnotaus 750.00 

EOE OE UTCIOEE aia ss ccd scesneccoscnss 600.00 

DE cibacigeccseeccdondensestanees 4 $ 475,000.00 

ee EET LE AS LE Oe EE 167,500.00 

PE ohn ick neneds needa sek ac send 82,500.00 

PE IN on es csc ese anseuaane 6s 27,500.00 

CemeON GED GRIN oo. oo o's 5 vce tccnssnter 87,500.00 

POE Siicaie gw eeas cow xan vcwedilee ee cones 4,500.00 

IN, in vine ceadiens he Xeus urs bee cane tae « 19,250.00 

hina CEOS. CRDODIE ooo ccc ccsivcnscisdsavecsas 17,500.00 

Selling GROGRERS ono cccnsccccscccsececsesees 27,500.00 

General and administrative expenses ......... 62,500.00 

PRN arc Oo oo 0c 5 oe thas ieee ee eewe 9,000.00 

Te | 6.bk es Sus 10GiR Cen vices BOs kee 15,000.00 

ERROR 5 one cisions as 6c dts esoastons sans 12,500.00 

IEE ovo ccdccniye ssecinns<s0oaebeoune 1,250.00 : 
(PRO errr eRe $1,646,250.00 $1,646,250.00 
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As of January 1, 1923, Mr. Black sold his interest in this business. 
exclusive of cash and Liberty bonds, to the Ohio Mining Company, the 
values for the various accounts being as shown by the books, except the 
following : 

Accounts receivable subject to an allowance of $5,000.00 to cover 
doubtful accounts. 

Surface land at $45.00 per acre. 

Coal lands at $500.00 per acre for the unmined acreage. 

Other permanent assets at their appraised sound values as follows: 


I niin dk, £0 ws B55 civic heen sw sR ee Rae $ 22,500.00 
Locomotives, mine cars, etc. .............-. 42,500.00 
NE WRU OE, nc coc ccc cee canescens 4,500.00 
Miscellaneous equipment ................04- 20,000.00 
PT I cas ciate Sanisecitebae ces seas san 4,850.00 


Elimination of development and prospecting expenses. 

All liabilities to be assumed by company. 

A balance-sheet of the Ohio Mining Company, an Ohio corporation, 
immediately prior to the purchase of the net assets from Mr. Black was as 
follows: 


I ee a $125,000.00 
Accounts receivable ............ 10,000.00 
2 fC Bee Re reree ere er 25,000.00 
Capital stock—common 1,000 shares $100,000.00 
ES era rrr eee 60,000.00 





$160,000.00 $160,000.00 


To complete the purchase price and provide for working capital, the 
company reorganized under the Ohio laws; with a declared common capital 
of $50,000.00 represented by an authorized issue of 20,000 shares of no-par- 
value common stock; 5,000 shares of 7 per cent. cumulative preferred stock 
of a par value of $100.00 per share and also authorized a bond issue of 
$250,000.00. The bonds were sold to brokers on the basis of $94.00 and 
the preferred stock was sold to the public at $98.00 per share, the company 
giving with each share sold one share of no-par-value common capital 
stock. The previous outstanding common stock was canceled by the 
exchange of ten shares of the new no-par-value common stock for one of 
the old common stock. The discount on the stock and bonds was 
capitalized. 

Prepare statement of income and expense for A. Black for the year 
1922, before giving effect to sale, but after including depletion and the 
amortized portion of development and prospecting expenses on the basis of 
life of the mines. 

Prepare statement showing the profit or loss of Mr. Black in the sale 
of the business after adjusting prior years’ depletion and amortization of 
development and prospecting expenses. 

Prepare journal entries recording the purchase of assets and assumption 
of liabilities by the company and its refinancing. 

Prepare balance-sheet of the Ohio Mining Company after recording 
the business purchased and the completion of its refinancing together 
with the full payment of the purchase price to Mr. Black. 

SOLUTION 

Since the surface land is not subject to depreciation or depletion, the 
price paid by Mr. Black in 1916 should have been charged in part to surface 
land and in part to coal in the mine. The land value was $60,000, or 1,200 
acres at $50 per acre. The value of the coal in the mine was $300,000, or 
1,200 acres at $250 per acre. As the development expense, $30,000, and 


prospecting expense, $18,000, are to be capitalized as part of the mine cost, 
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these amounts should have been charged to the account with coal in the 
mine. 


At December 31, 1922, we find the following accounts: 


Coal and surface lands .....................+++ $360,000 
Develogmnemt GRBOMEE ...c os cvccccssscevessvcss 30,000 
POORER 4b scdknbdisvssmaciekivaxsnsaneee 18,000 


These accounts should be closed out and the costs divided between surface 
lands and coal, by the following entry: 


SPEER TER kn eaicidunaces were es $ 60,000 

AE WINER. ick5s. ee aces sos aee 348,000 
Coal and surface lands .......... $360,000 
Development expense ............ 30,000 
PEE. as canweiehthavena eae 18,000 


No depletion has been charged on coal mined. The total cost of the 
coal was $348,000, and there were estimated to be 6,000,000 tons (1,200 
acres X 5,000 tons per acre) of coal in the mine. Hence the depletion 
charge per ton is $.058. The following depletion entry should be made: 


A, TE, SOE 5k ono kcicw dass $ 89,900 
RI ho oh ck te retake awn ncemesens 23,200 
ee Oe NS he Side iccetieocaes $113,100 


To provide for depletion as follows: 
For years 1917 to 1921, inclusive: 
1,550,000 tons @ $.058 = $89,900 
For 1922: 
400,000 tons @ $.058 = 23,200 
A. BLack 


PROFIT-AND-LOSS STATEMENT 


For the year Ended December 31, 1922 





Cat BRE, 9 ida cieonadsaneteeees Pap Oe PO Paths Ge 8 $1,250,000 
Deduct cost of coal sold: 
DI o duia shee ck hac cee ke ke seh ke aeeeneus $ 23,200 
EN IDOE gv vv nd wy et den ebnicd 048045 ceacenn 475,000 
re or er re 167,500 
II iis aS ctienta chek weds 5 <4 Sin omine 82,500 
POOPIE SUBIR. 4 5 ini was’ 60:6 cccisinicc vanes 27,500 
Gomer) GABE CRONE nn. c oc cece ccccscsaccacecs 87,500 
PIE TP 6 okd tse dacncencckss saaeeeeueaeauens 4,500 
SOON =: Sica sscccosedebeneae cues 19,250 
er a ern ere 17,500 
BOE | ca sk.vbns sawed sosamnpinkssaccaesbeaneee 15,000 
INE i nin sic Eh Stade ceinccneweeeoues 12,500 931,950 
Gr0at POOH C0 BOTER 6 ooon ss ca ccinravsacicenkasnes 318,050 
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Add other income: 








ey a oc eo ae ee eb haw do enea see 84 900 

igi Cer ins eb aig FSR euseg bee ea 750 

ID I OD ooo cbc ox cen cccsdaccveve 600 2,250 
TOURED IE ROBE 56k 6k Shei ns nv kiecceicds 320,300 
Deduct other expenses: 

I 6 ot wes waiaeeesdwonkaa sone 27,500 

General and administrative expense ........... 62,500 

I Sirs 3-5 crak AASB eScgece ease na: Wwe mea eae 9,000 

I ia ca la a a 1,250 100,250 
ree TO nv cise ikks dc Sobeaa ei $ 220,050 


The following statement serves both as a balance-sheet after closing, to 


prove the mathematical accuracy of the computation of profits for 1922, and 
as a statement showing the profit made by Mr. Black on the sale to the 


corporation. 
The value of the coal in the mine is computed as follows: 
aa We OE gn. og vc dcdccesceendosces $348,000 
Depletion: 1,950,000 tons @ $.058 .............. 113,100 


$234,900 


Balance—book value 








The sale price is computed as follows: 
6,000,000 


Original tonnage chic 
1922, inclusive 1,950,000 


Tonnage mined—1917 to 








i. on enP rr erm rrr: 4,050,000 
Acreage remaining: 4,050,000 + 5,000 (tons per 

RE SS oie Alias ae wanes wae haem e 810 
SGD OUU BON. ins sen ncn tcewasveae $500 
ee ee eee eee errr ey ee eee $405,000 








A, BLACK 
BALANCE-SHEET—DECEMBER 31, 1922 


And statement of sale values and gain on sale to corporation 
c Book values ~ 


All Trans- 
Assets assets ferred 
CN oe ea Salada Wendie besa dare bhnens $25,000 
Oe, ek NE ID Si dbeswenekassadaneeee 15,000 
SE TOI | Si cts ced taiceieas eerie 85,000 
SE A ORE DEO TE ee EF 5,000 5,000 
ON iin ons aVainecsssseeteer dba 500 500 
Deposit for compensation insurance ........ 5,000 5,000 
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$ 85,000 $ 80,000 


5,000 
500 
5,000 
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7~ Book values ~ 





























All Trans- 

Assets assets ferred Price 
I DN Ss 56s caxsthazee whotes ee 60,000 60,000 54,000 
CE PN i. dino sis pene ds pateeeeeuceter a eaa 234,900 234,900 405,000 
WHE Sikicicccentaais oliee eae 20,000 20,000 22,500 
Locomotives, mine cars, etc. ... 45,000 45,000 42.500 
TEBGe, QUOTE WIRE, OEE. once cccaccdcicwcdeccus 5,000 5,000 4,500 
Miscellaneous equipment ................... 17,500 17,500 20,000 
ey TN on rr ee ne ee 4.500 4,500 4,850 
Unexpired-insurance premiums ............. 1,750 1,750 1,750 

$524,150 $484,150 $645,600 
Less reserve for depreciation .............. 27,500 
Book value of assets transferred ........... 456,650 
RR ee FEE, FO Ee $188,950 
Per Trans- 

Liabilities books ferred 
eee IE gv sieht nda s dum aee pend ec $ 70,000 $ 70,000 
AGUIRRE TIE os iv cbnnct cakuk hens deuce 22,500 22.500 
RMS ROE og vhs vd5500cacue eke deco ene 15,000 15,000 
BERG COME GIONS: 0 binkc ddd ccctcsticeeses 250 250 
Pica CE Mo nas inten 8 sai 7,500 7,500 
Personal and miscellaneous account ........ 1,250 1,250 
Reserve for GapGeciMtiod. 6... .ccecccccsesecs 27,500 
A. Black investment account: 

Balance per trial balance ..... $250,000 
Less depletion to 1921 ........ 89,900 
Balance, January 1, 1922 ..... 160,100 
Profit for 1922 ............... 220,050 380,150 
$524,150 $116,500 
, Journal entries—company’s books 
CopGeh: eck GOI. 5 os ss 4aiac guedess dosevibecna $ 100,000 
Capital stock common—no par value .......... $ 50,000 
COME SINR i hdd sasdeesctndadenadksse stands 50,000 


Cancellation of 1,000 shares of old par value stock, 
and issue in place thereof 10,000 shares of the total 
authorized issue of 20,000 shares of no par common. 
The no par common is given a declared value of 
$50,000, and as no value is received for the other 
shares issued as a bonus to the preferred stock 
purchasers, the $50,000 value is set up in this entry. 
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ON beter eeha to ouras og Wacusuls Wa dasa anw eae 490,000 
POO RRURMEIE GUDOTIBES: 5 ooc 5 iis ccc cecnccarvnce 10,000 
ee ee re 


Issue of 5,000 shares of 7 per cent. preferred stock 
at 98, with a bonus of one share of no par common 
with each share of preferred. 
NS ays nd WO aed a Coen eae decadncnweaes 235,000 
MRO MUERIIIOG GOMES 5 in ic cc i cc ccc ccccssecess 15,000 
DE <2 ulta ss CA dea cd dew deeetueakenus 


Sale of $250,000 of bonds at 94. 


250,000 


The problem states that the stock discount and bond discount were 


capitalized. This should not have been done. The discounts are charged to 


reorganization expense, and since they were capitalized the reorganization 


expense is shown among the fixed assets in the balance-sheet. 


I I ics dan cndcicawc aeons waa $ 85,000 
a aati gu a kerk neuen en axlemadicate cain 5,000 
NE IN icc b dass boa bes mertindeeis cm ecnew'en 500 
Deposit for compensation insurance ............... 5,000 
EE RN ee er eee era nee 54,000 
as gg ie aaca hgh alk ibvass annie al aie ae 405,000 
SN a th ceed Dien aisle sik wa eid ia A Th 22,500 
Locomotives, mine cars, etc. ...........ccceeceeees 42.500 
I I I OI on o5.0, dak dow! oie <miednael cow 4,500 
SINE “MIIOONID oon oc cc ec ccngoccevadens 20,000 
NT i Ba a ied Stig. -0 obvi RON OA 4,850 
Unexpired-insurance premiums ................... 1,750 
I IN oP ets ico cescwaenes 
I ios on ig Viren kdimra nameless Senne sie 


To record the purchase of the assets of A. Black 
at agreed values. See contract of sale dated...., 
and minutes, page ..... 

I a Sh ae wis a His ce eas eNO e wee ee 116,500 
MII 20 trp daeaiath min cs Ras Mae RA ges a pies 
PUI Sig bk nc nidecassaacdouvrnucers 
RR or eee reer rrr 
SE EE CONES (oc is i vacetsice sen cics teenies 
NTMI chin abe a aie Sakae ORD Rained 
Personal and miscellaneous accounts .......... 


To record the assumption of the liabilities of A. Black. 


PS ae Eee 529,100 
rd Si el 6 oe id nop a a ei 
To record final settlement with A. Black. 
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$ 5,000 
645,600 


70,000 
22,500 
15,000 
950 
7,500 


1,250 
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THE OnI0 MINING CoMPANY 
BALANCE-SHEET—AFTER REFINANCING 








Assets 
Current assets. 
Se Le Te ST Tn ne $ 320,900 
Accounts receivable ............... $ 95,000 
Less reserve for bad debts .... 5,000 90,000 
OE Aig. nsitilecanactwaine leans paren» 5,000 
a eT eee 500 
Deposit on compensation insurance. . 5,000 $ 421,400 
Deferred charges: 
Unexpired-insurance premiums .... 1,750 
Fixed assets: 
Coal lands: 
Cee a eka ahs binds 25,000 
Surface land purchased ....... 54,000 
a ee ee eee re 405,000 484,000 
Reorganization expense capitalized... ~ 25,000 
ij, rere ee 22,500 
Locomotives, mine cars, etc. ...... 42.500 
Rails, GOMEy WIPE, COG. ngs. ois sen: 4,500 
Miscellaneous equipment .......... 20,000 
A EE  cccweerenns niamoads 4,850 603,350 
$1,026,500 
Liabilities i a a 
Current liabilities : 
ee CEE Se ean oe eee $ 70,000 
RS IE ian 565585 SASS STR 22,500 
Cn REE 5 Secs oo cde ee as a eka 15,000 
Brass chet: Giese ...5 608 5 RE RAS 250 
Am Ge. 2s 2A oA ROAR 7,500 
Personal and miscellaneous accounts .......... 1,250 $ 116,500 
Fixed liabilities : 
RR ar er rs erty fee 250,000 
Capital : 
Capital stock common—no par value: 
10,000 shares exchanged for old common 
GE ras bebo: cud acs sone enen 50,000 
5,000 shares issued as a bonus with pre- 
ferred stock 
5,000 shares unissued 
20,000 shares authorized 
Capital: s0the QICERCOOE,. 0 occ ccc cccwcensuedecs 500,000 
Cagle SHINE (Fi. viiccs 865066 Ce ce Seecree se 50,000 
Gm oo lain ts cies FUN ee cued es ee 60,000 660,000 





$1,026,500 
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“Proposed Taxation of Stock Dividends” 
Editor, The Journal of Accountancy: 

Sir: Mr. James Walton of Washington, D. C., has called my attention 
to a slight inadvertence in the use of language in my article entitled 
Proposed Taxation of Stock Dividends which appeared in the August issue 
of THe JournaL oF AccounTANCy. On page 100, there is found this 
sentence: “But if he accepts the first, he can not deduct capital losses, 
whereas if he accepts the second, he can deduct such losses.” The sentence 
should read: “But af he accepts the first, he can not deduct net loss in 
‘ordinary net income’ (that is, if instead of other income, he sustains a net 
loss in business), whereas if he accepts the second, he can deduct such 
loss.” 

Yours truly, 
WALTER J. MATHERLY. 

Chapel Hill, North Carolina, August 15, 1923. 





Intercompany Profits 
Editor, The Journal of Accountancy: 

Sir: I have read the article by Mr. Carson on the Elimination of 
Intercompany Profits in Consolidated Statements in the July JourRNAL 
with unusual interest, principally, no doubt, because it appears to have been 
germinated by my article in the May issue. 

In my article, I attempted to lead the proponents of the theory that 
the total intercompany profits in inventories should be eliminated into a 
position where they would admit that the minority’s share of such profits 
should be recognized when the subsidiary was the selling company. Mr. 
Carson apparently desired to lead them the remainder of the way and 
insist that the minority’s proportion of such profits shall be recognized, 
regardless of whether the selling company is the parent or the subsidiary. 
The reasoning which he presents appears to me to be open to a number 
of objections. 

On pages 4 and 5 he presents an illustration in which the parent 
company sells to the subsidiary, and he supports his contention that the 
minority’s portion of the purchase should be taken into the consolidated 
statement at the intercompany’s sales price in the following words: 

“That the $1,000 of such profit, which the minority interest has 
paid, is realized will become apparent if we assume a liquidation 
of the subsidiary and a distribution of its assets in kind or if we 


split the subsidiary up into two parts—80 per cent. and 20 per cent. 
—and consolidate the former with the parent company.” 


The first point that occurs to me is of little importance, but might be 
misinterpreted by some. As I understand it the minority interest has not 
paid $1,000 profit; the subsidiary corporation has paid $15,000, which might 
be divided up into different costs and profits. I do not wish to be under- 
stood as taking issue with Mr. Carson’s statement, because I do not infer 
that he has made this a basis of his argument, but I do wish to make it 
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clear that the transfer of cash from the subsidiary to the parent does not 
alter the status of the intercompany profits. There are two conditions 
upon which Mr. Carson builds his argument: 

1. If we assume a liquidation of the subsidiary and a distribution of 
its assets in kind. 

2. If we split the subsidiary up into two parts—80 per cent. and 20 
per cent.—and consolidate the former with the parent company. 

It was not clear to me at first whether the second condition was 
distinct from or explanatory of the first condition. Upon further consid- 
eration the latter appealed to me as the more probable meaning, since the 
obvious method of splitting the subsidiary up into its component parts is 
to liquidate and distribute the assets. 

To support his argument, then, Mr. Carson assumes “a liquidation of 
the subsidiary and a distribution of its assets in kind.” All these questions 
which we are discussing concerning consolidated statements are dependent 
upon the existence of the relation of parent and subsidiary corporations. 
If we assume the liquidation of the subsidiary, we assume the disappear- 
ance of this relation; and there is no consolidated statement and the basis 
of all argument has been done away with. In other words, we cannot 
predicate our reasoning upon the non-existence of that which is the first 
premise of our argument. 

The writer frankly admits that he has never seen a liquidation made 
by distributing merchandise or real estate assets in kind; although he 
almost handled such a distribution which was ultimately abandoned after 
considerable bickering, because a basis for valuation could not be agreed 
upon. Perhaps this experience has inspired an unfair distrust of the idea 
in general. However, the gist of the matter seems to me to be this: 

The accountants hold: 

1. That profits are made only on sales. 

2. That a sale must occur between at least two transacting parties. 

3. That, looking behind the corporate existence, if two corporations 
are controlled by the same interests, there is only one transacting 
party in fact; and that sales upon which profits can be based cannot 
arise from deals between two such corporations. 

Then it appeals to me that if, following Mr. Carson’s assumption, “we 
assume a liquidation of the subsidiary and a distribution of its assets in 
kind,” the sale in fact occurs when the majority interests persuade the 
minority stockholders to accept such a liquidation or, failing that, persuade 
a court to uphold such a liquidation—and not before. In other words, the 
sale of merchandise which cost $10,000 for $15,000, was handled by one 
transacting party, the majority interests, and hence was not a sale for 
the purpose of determining a profit from the accounting standpoint. The 
price or the quantity might be manipulated to suit the purposes of that one 
transacting party as it saw fit. For example, it might have sold the whole 
of the parent company’s inventory to the subsidiary for $100,000. Would 
it be proper to contend that by this transaction the parent company had 
made a profit of $16,000—1/5 of ($100,000 — $20,000)? If this were an 
accepted method, an avenue for gross manipulation would be opened—an 
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avenue which the accountants have tried to close. But if the minority 
stockholders sanctioned the transfer of merchandise at a given valuation 
(either by agreeing to the liquidation or in any other way) the matter 
would assume a different aspect. At the time of such approval the real 
sale is made—in respect to the minority—not when the merchandise is 
transferred or the purchase recorded on the books. 

I grant that the accountant must give due consideration to the interests 
of preferred stockholders; but he must also give similar consideration to 
the interests of the banker who has made loans to the corporation and the 
interests of the manager who is working for a bonus share of the profits 
and the interests of the common stockholders who have taken the major 
load of the risk. It has been the writer’s experience that “‘conservatism” 
is a wise policy for the accountant in safeguarding so many interests. 
True, it may not satisfy some of the interested parties at the time, but 
ultimately it gains him added respect, even from the dissatisfied persons. 
3ut in this case it is not a matter simply of conservatism; it is a matter of 
determining when a real sale is made, and, speaking from an accounting 
standpoint, it appears that the sale is not made merely because the mer- 
chandise is transferred from one affiliated company to another at a price 
set by the majority interests. The sale may occur in respect to the minority 
interests in the purchasing company when they concur in the transaction. 

In regard to the illustration used in Mr. Carson’s article, it is probable 
that the preferred stockholders could insist from a legal standpoint that 
the whole $5,000 profit in the sale was legally available as profits to the 
parent company—not merely $1,000 of that profit. We must remember 
that the legal and accounting viewpoints of holding companies are different; 
the law looks upon these corporations as separate corporate entities; 
accountancy looks upon them as one business separated into units by a 
legal fiction. Mr. Finney in his book on Consolidated Statements states: 

“For while it is true from a legal standpoint that the holding 
company owns merely the stock, it is also true from a business 
standpoint that the holding company virtually owns and actually 
controls the subsidiary’s net assets which the stock represents. 
“In the second place, if we look past the legal fiction of separate 
corporate entities and view the related companies as a single 
organization, we find that no single balance-sheet shows the total 
assets and liabilities of the organization, and the total stock of the 
organization in the hands of the public. 

“The consolidated balance-sheet is a device for avoiding these two 
disadvantages of separate balance-sheets.”’ 


And this brings me to a point that I wish to emphasize. In my article 
in the May issue I spoke of accounting problems and my discussion has 
been more or less influenced by this limitation to the idea of problems 
presented by a written statement of facts rather than facts developed in 
the course of actual work in practice. Such written statements of facts 
are always much less complete as to attendant circumstances than the facts 
developed during the course of an audit. These “problems” say: What 
would you do if these were all the facts you had? And it is almost 
humanly impossible to state every circumstance which might influence an 
accountant’s attitude toward certain items. For example, I am informed 
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that in preparing the consolidated balance-sheet of one large holding 
company, certain intercompany profits in inventories are carried to the 
balance-sheet without any reservation whatsoever. At first glance that 
sounds like accounting heresy. But the attendant circumstances are these: 
When a certain subsidiary is in the market for certain materials it sends 
out bids to all manufacturers including several of its affiliated companies. 
It buys from the lowest bidder regardless of whether that bidder is in 
the combination or not. These bids are all on file ready for the account- 
ant’s inspection, so that he may know that the sale is in nowise influenced. 

This leads us back to the purpose underlying the elimination of inter- 

company profits in inventory. The purpose is to prevent manipulation of 
profits through affiliated companies. In practice this may be safeguarded 
against in many ways. In handling accounting problems, the solver of the 
problems demonstrates his knowledge of the existence of such a situation 
by eliminating (or not eliminating) the profits in the most logical manner 
consistent with the stated facts. Where the problem is silent as to 
attendant circumstances, there is much to be said in favor of eliminating 
all intercompany profits remaining in the inventories. It seems to the 
writer, however, more sound to eliminate all of the profits only when 
those profits are in the parent company’s surplus. In addition to the 
reasons set forth in my article, the following reasoning appears to support 
this plan of procedure where no attendant circumstances are stated: 

1. If the sale is made by the parent company to the subsidiary, the 
adding of an exorbitant profit will work to the advantage of the 
majority holdings and to the disadvantage of the minority holdings. 

2. If the sale is made by the subsidiary to the parent company, the 
adding of an exorbitant profit will work to the disadvantage of the 
majority and to the advantage of the minority. 


Since the majority is in control there is less likelihood of an exorbitant 
profit being added when the sale is made by the subsidiary to the parent; 
but if the profits are being manipulated it is likely to occur when the sale 
is made by the parent to the subsidiary. It is the writer’s contention that 
the accounting student might indicate his knowledge of this difference’ by 
eliminating all of the profits in inventory when the parent sells to the 
subsidiary, and by eliminating only the majority’s share of such profits 
when the subsidiary sells to the parent. 

In actual practice, the accountant will, of course, guide his actions by 
the attendant circumstances which cannot (or, at least, usually are not) 
given in a stated accounting problem. 

Yours very truly, 


W. T. SUNLEY. 
Chicago, July 9, 1923. 





The governor of Massachusetts has appointed the following mem- 
bers of the board for the registration of certified public accountants 
authorized under the amended C. P. A. law of that state: Edwin L. Pride, 
chairman; Daniel B. Lewis, secretary; George L. Bishop, Patrick F. 
Crowley and James F. Fox. 
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CROWELL’S DICTIONARY OF BUSINESS AND FINANCE. 

Thomas Y. Crowell Co., New York. 608 pages. 

The “definitions” in this dictionary range from a few words in extent 
to an article covering several pages. The words, terms and phrases defined 
number about 4,000 and a system of cross referencing has been extensively 
employed. Derivatives are defined under the base word (e.g., wasting 
assets under assets) and again listed, without definitions, under the ap- 
propriate letter of the alphabet (e.g., wasting assets under W) and cross 
referenced to the base word by the use of the two words “see under.” 
These duplications of terms exceed 1,000 in number and add little but 
confusion to the book. Cross references to related terms, synonyms, etc., 
are made by the use of the one word “see,” e.g., “equated time—see 
averaging of accounts”; “fictitious name—see assumed name”; “drummer— 
see commercial traveler.” These latter cross references are most desirable 
and obviate the duplication of definitions. 

There is an appendix extending over 70 pages which includes a variety 
of information, such as monetary systems of the United States and foreign 
countries; postal information; legal holidays; statute of limitations table; 
interest and income tables; tables of weights and measures and of equiva- 
lents; abbreviations and signs; and a bibliography. 

The preface states that “this book is intended as a compendium in 
one handy volume of all important terms used in business and finance 
generally. It is a composite work, done by many hands under the direction 
of the publishers, and includes definitions and data culled from numerous 
sources.” 

There is included in the preface a list of the individuals, corporations, 
public departments and periodicals that have contributed to the book (in 
addition to the authorities mentioned in the bibliography) and special 
mention is made of Henry Ware Jones who supplied most of the legal 
terms and of Smith’s Financial Dictionary (published in 1903 and now out 
of print), but the identity of the master mind remains hidden in “the 
publishers.” 

As might well be expected in the circumstances, some classes of terms 
are dealt with more extensively than others, and some are better defined 
than others. The legal definitions are especially good and the insurance 
and shipping terms stand out as being very well covered, but the space 
devoted to the latter is somewhat disproportionate to the length of other 
definitions of equal importance. The definitions of financial and Wall 
street terms are, in many cases, copied verbatim from Smith’s Financial 
Dictionary and when so copied are good, but, in some cases Smith is 
paraphrased or edited with unhappy results, for example: a cremation 
certificate is defined as and limited to “one issued by the New York stock 
exchange,” instead of citing one furnished to the exchange as descriptive 
of one of several kinds common to business transactions. 

The definitions of bookkeeping and accounting terms detract from the 
value of the dictionary as they contain too great a proportion of inaccu- 
racies and ambiguities, e.g., tangible assets are defined as “those which are 
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considered good and can be appraised” (far wide of the mark); a petty- 
cash fund is stated to be the same as an imprest fund (there is a technical 
difference) ; the books essential to double-entry bookkeeping are stated 
to be a day-book, journal and ledger (this error appears to be perpetuated 
in each succeeding publication) ; a cash journal or cash book is usually 
divided into two books, according to the dictionary, viz., a cash or 
collection register and a cheque register (very misleading) ; a sales journal 
is stated to be “a subsidiary of the regular journal” (which it may or may 
not be); and a ledger is defined as “the final book of accounts into which 
are posted the summaries of the accounts which are kept in the other 
books of a concern.” This latter definition is a good example of narrow- 
ness, as it is descriptive merely of a private ledger containing only summary 
postings, a book not frequently met with in these days of frank and open 
disclosure. 

A stock dividend is defined as “a dividend payable in the stock of a 
company which declares such dividend or (occasionally) in the stock of a 
company owned by it,” and I am wondering what occasions the “occa- 
sionally,” as a dividend paid in the stock of a subsidiary has uniformly 
been held, at least by the federal courts, to be a security or property 
dividend (and therefore taxable) and not a stock dividend (vide, the 
“pipe line” cases and the “Phellis” case, also article 1547 of regulations 
62) and the New York state income-tax law specifically limits stock 
dividends to those payable by a company in its own stock. If the laws of 
other states run contrary to the foregoing, it would be a matter of 
considerable interest. 

Goodwill is defined as “the evaluation placed upon the reputation, 
patronage, drawing power, and other intangible advantages possessed by a 
business concern in operation, including name and good disposition of its 
customers.” The last clause would obviously bar goodwill from the assets 
of a private institution for the care of neurasthenics. The “capitalization 
of expected profits” is suggested by the writer of this review as a terse 
definition of goodwill. 

The publisher’s advertisement on the paper cover of the book runs 
true to form and should, as usual, be taken with a grain of salt; however, 
the statement contained therein that “this volume should prove a treasure 
to the business man and ambitious student” is concurred in with reserva- 
tions, chiefly in reference to the class of definitions adversely criticized 
above. 

Epwarp H. Moeran. 





ACCOUNTANCY SIMPLIFIED AND YOUR FINANCIAL POSI- 
TION SEEN AT A GLANCE, by Henry G. Purnett. Gee & Co., 
London. 140 pp., cloth. 


In the first seventy pages of this book will be found a set of forms 
with explanatory notes describing a columnar system of bookkeeping under 
English usage. In the remaining seventy pages is a catalogue of Gee & 
Co’s accounting publications. The catalogue is very good. 

W. H. Lawton. 
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FIRST PRINCIPLES OF ADVERTISING, by Wizsur D. Nessit. The 
Gregg Publishing Co., New York. 


A handbook setting forth the first steps, principles and practice in the 
art of writing advertisements by an expert. It is intended for beginners 
in that line and is to be followed by a second volume going more into 
details. Very readable and full of sound aphorisms on what is in effect 
mob psychology. 

W. H. Lawton. 





FEDERAL INCOME TAX INDEX, Vol. I, and SUPPLEMENT TO 
SEPTEMBER 30, 1922, published by Income Tax Index Service, Inc., 
Newark, New Jersey. 


As the title denotes this Index is purely for reference to income-tax 
laws, regulations and rulings, without comments or explanations, the user 
being referred to the exact words of the original sources. The main part 
of both volume I and the supplement, the part that will be found most useful 
by the accountant, is devoted to a topical index. Finding the subject in 
alphabetical arrangement on which he desires light, the user is referred 
in one line to the law, article of regulations, weekly bulletin, ruling 
number and cumulative bulletin number and page. There are six other 
parts which are convenient for cross-reference, as for instance, if one 
wishes to know what rulings have been made under a given article of 
the regulations and the like. Volume I covers all rulings down to December 
31, 1921; and the supplement, to September 30, 1922. 

Obviously the Index is useful only to the accountant who receives 
and preserves the issues of the federal bulletin service of the government. 
From practical experience I can cheerfully recommend it as a great con- 
venience when one is in a hurry—and one usually is when engaged in 
income-tax work. The government’s cumulative bulletins are well indexed 
to be sure, but it is sometimes necessary to consult six or seven indexes 
to find what one wants. 


W. H. Lawron. 





Practical Federal Income-tax Procedure, by J. V. Grstin. Seaver-Howland 
Press, Boston. 


In my notice of this book published in the June issue of THE JouRNAL 
or AccouNTANCY I commented on the failure to include the new 1922 
corporation return, form 1120. It appears that the publishers issued a 
supplementary chapter containing this form which was not released till 
February, 1923. This pamphlet was furnished to all customers without 
extra charge, making the Procedure up to date. Through some inadver- 
tence no copy came to me. I presume there will be a new edition for 1924 
which will include the supplementary chapter. It will be noted that the 
author includes the “loss of prior years’ as one of the “other deductions” 
in his illustration. This brings up the question of the agreement of the 
form with the law. The law states explicitly that the loss of prior years 
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is to be deducted from the net income of the taxable year, but it is not 
so provided for in the form. An explicit ruling from the income-tax 
unit would be useful for our guidance next year. 

W. H. Lawton. 


RE RET 
R. W. Boisselier 


R. W. Boisselier, member of the American Institute of Accountants, 
certified public accountant of Missouri, died at St. Louis August 1, 1923. 
Mr. Boisselier had been in practice for many years and had been active 
in state and local society matters. He was the treasurer of the St. Louis 
chapter of the Missouri Society of Certified Public Accountants. 


American Institute of Accountants—Minnesota Chapter 


At a meeting of the Minnesota chapter of the American Institute of 
Accountants held at the Minneapolis club August 16th, the following 
officers were elected: Julius J. Anderson, president; J. E. MacGregor, 
vice-president; A. F. Wagner, secretary and treasurer. These officers 
with E. J. Bishop and Herbert M. Temple constitute the board of directors. 





Society of Louisiana Certified Public Accountants 


At the annual meeting of the Society of Louisiana Certified Public 
Accountants, held August 9, 1923, the following officers were elected: 
George A. Ruhl, president; Henry J. Miller, vice-president; George A. 
Treadwell, secretary; Curtis F. Scott, treasurer. These officers with G. R. 
Green, R. J. Le Gardeur and Thomas A. Williams constitute the executive 
committee. 





Washington Society of Certified Public Accountants 
At the annual meeting of the Washington Society of Certified Public 


Accountants held August 25, 1923, the following officers were elected: 
President, James M. McConahey; vice-president, William McAdam; sec- 
retary and treasurer, C. S. Cowan. These officers, with J. P. Robertson 
and A. S. Hansen, constitute the board of directors. Herbert W. McIntosh 


was elected auditor. 





Morton & Berman announce the removal of their offices to 299 Broadway, 
New York. 





Sol Hirsch announces the removal of his office to 151 Fifth avenue, 
New York. 





Appel & Littell announce the removal of their offices to 52 Broadway, 
New York. 
317 








Current Literature 


Compiled in the Library of the American Institute of Accountants 


[Photostatic reproductions (white printing on a black background) of 
most of the articles listed in THE JouRNAL oF ACCOUNTANCY or Account- 
ants’ Index may be obtained from the library of the American Institute 
of Accountants, 135 Cedar Street, New York, at a rate of 25 cents a page 
(8% in. x ll in.) at 35 cents a page (11% in. x 14 in.) plus postage. 
Members and Associates of the American Institute of Accountants are 
entitled to a discount of 20 per cent. Identify the article by author, title, 
name of periodical in which it appeared, date of publication and paging. 
Payment must accompany all orders.] 


ACCOUNTANCY 
Spicer, Ernest Evan. Accountancy Profession, Its Comedies, Tragedies, 
and Romance. ACCOUNTANT, August 11, 1923, p. 197-203. 


APPRECIATION 


Moss, Albert G. Treatment of Appreciation of Fixed Assets in the 
Accounts and Balance-sheet and for Income-tax Purposes. JOURNAL 
or AccouNTANCY, September, 1923, p. 161-79. 
AUDITING AND AUDITORS 
Grove, F. T. Legal Position of Auditors. AUSTRALASIAN ACCOUNTANT 
AND SECRETARY, July 1923, p. 213-6. 
BALANCE-SHEETS 
Morrison, James. Some Remarks on the Construction of Balance-sheets 
in General. ACCOUNTANTS’ JoURNAL, (New Zealand), July, 1922, 


p. 1-6. 
BANKS AND BANKING 
Accounting 
Bender, D. H. How to Popularize the Service of Safekeeping or Custody 
of Securities; Proper Accounting System and Protective Principles. 
Trust ComPANIEsS, August, 1923, p. 151-3. 


BRANCHES 
Accounting 
Seaman, A. M. Branch Accounts. INDIAN ACCOUNTANT, May, 1923, p. 
189-96. 
BRICKMAKING 


Cost Accounting 
Robinson, J. C. Our Method of Keeping Tab of Costs. Brick AND CLAY 
Recorp, August 7, 1923, p. 171-3. 
BUILDING 
Cost Accounting 
Stelling, Robert. Trial Costing for a Housing Scheme. Cost ACCOUNTANT, 
August, 1923, p. 88-90. 
CAPITAL 


Bose, J. L. What is Capital? INDIAN AccouNTANT, May, 1923, p. 197. 
CHECKING 
Stewart, Robert. Audit-checking for Junior Clerks: pt. 4. AccouNTANTS’ 
JourNAL (England),August, 1923, p. 197-202. 
CONSOLIDATIONS 
Auditing 
Audit of Parent and Subsidiary Compamtes. INcoRPORATED ACCOUNTANTS’ 
JourNAL, August, 1923, p. 250-1. 
CONTROLLING ACCOUNTS 
Smith, William A. Notes on Cost Controlling Accounts. Cost AccouNntT- 
ANT, August, 1923, p. 91-4. 
COST AND FACTORY ACCOUNTING 
Howard, Thomas W. Is Our Investment in Cost Accounting Profitable? 
pt. 2. Factory, September, 1923, p. 318-21. 


318 








Current Literature 








Jelley, S. E. Brief Survey of Costing Essentials: cont. ComMONWEALTH 
JouRNAL oF ACCOUNTANCY, June, 1923, p. 233-5. 

Johnstone, John S. Getting Overhead and Selling Price to Pull Together. 
CoMMONWEALTH JOURNAL OF ACCOUNTANCY, July, 1923, p. 258. 

Wilmot, Harold. Predetermined or Standard Costs. Cost ACCOUNTAN7, 
August, 1923, p. 103-4. 
DEPRECIATION, DEPLETION AND OBSOLESCENCE 

McTighe, H. T. What is Depreciation. AMERICAN APPRAISAL NEws, 
August, 1923, p. 195-7. 

Mining and Metallurgy 

Reis, Bernard J. Depletion and Other Factors Bearing on Coal Costs; 
Address Delivered Before the Coal Mining Institute of America, 
Pittsburgh, Pa., December 14, 1922; Reprint from Coat Trape But- 
LETIN, February 1 and 16, 1923. 29 p. 

Public Utilities 

Depreciation Under Investment—Cost Method. AMERICAN APPRAISAL 

News, August, 1923, p. 197. 
Railroads 

I. C. C. to Prescribe Depreciation Charges; Presidents’ Committee Says 
Fixed Property Properly Maintained Not Subject to Depreciation. 
Raitway AGE, September 1, 1923, p. 383-8. 

ELECTRIC LIGHT AND POWER COMPANIES 
Accountin 

Barnard, L. M. Accounting Work of Mumcipal Central Stations Simplified. 
AMERICAN City, September, 1923, p. 268-70. 

Edward, H. M. Review of the Aims and Accomplishments of the N.E.L.A. 
Section. NATIONAL Exectric Licht AssocIATION BULLETIN, August, 


1923, p. 500-3. 
EXECUTORS AND TRUSTEES 
United States 
Vierling, Frederick. Rule Against Perpetuities Applied to Trusts. JouRNAL 
or AccouNTANCY, September, 1923, p. 180-5. 


FOUNDRIES 
Accounting 

Everitt, F. C., and Johnson Heywood. Accounting for Foundry Overhead 
Expense; How the Expenses, Other than Those of Labor and Material, 
of Core Making, Molding, Cleaning and Annealing May Be Classified: 
cont. Iron Ace, August 9, 1923, p. 340-2. 

GAS 
Accounting 

American Gas Association. Report of Sub-committee on Bookkeeping 
without Books. NationaL Gas ASSOCIATION MONTHLY, September, 
1923, p. 541-2. 

Barton, William H. Machine Billing and Bookkeeping As in Force at 
Portland Gas and Coke Company. AMERICAN GAS ASSOCIATION 
MonTHLy, August, 1923, p. 472-75, 510. 

Clinton, De Witt. Accounting Section and the Committee on Relations 
with Custemers. AMERICAN GAs ASSOCIATION MonTHLy, August, 1923, 
p. 469-71. 

Fixed Capital Records. American Gas AssociATION MoNnTHLy, August, 
1923, p. 476-80. 

Porter, Edward. Operating Budget. AMericAN Gas AssociATION MONTHLY, 
September, 1923, p. 533-40. 

GOODWILL 

Goodwill in Partnership Dissolution. INCORPORATED ACCOUNTANTS’ JOURNAL, 
August, 1923, p. 249-50. 

HOTELS 


Accounting 
Mount Royal Hotel of Montreal. Hote. Montuty, August, 1923, p. 21-44. 


319 





The Journal of Accountancy 








; INVENTORIES 
Padded Inventories. HASKINS AND Setts BULLETIN, September, 1923. 


p. 69-71. 
_INVESTIGATIONS 
Cleveland, L. A. Investigations for Flotation Purposes. CoMMONWEALTH 
JOURNAL OF ACCOUNTANCY, July, 1923, p. 253-7. 
LEDGERS 
Bray, W. Reginald. Day Book-ledger. Business ORGANISATION AND 
MANAGEMENT, August, 1923, p. 346-7. 
LIQUIDATIONS AND RECEIVERSHIPS 
Great Britain 
Greenwood, W. J. Trustees in British Insolvencies. JouRNAL oF ACCOUNT- 
ANCY, September, 1923, p. 186-95. 
MEAT TRADE 
Costs 
Hall, Nelson C. 1921 Profits and Expenses of Retail Meat Markets. 
Wisconsin Department of Markets Bulletin, April 30, 1923. 21 p. 
MUNICIPAL 
i Auditing 
Bateson, William. Internal Audit Organisation. ACCOUNTANT, August 25, 
1923, p. 267-74. 
McCall, J. H. Municipal Audits: pt. 7. ACCOUNTANTS’ JouRNAL (England), 
August, 1923, p. 193-6. 
PUBLIC UTILITIES 
, Accounting 
Necessity of Keeping a Uniform Classification of Accounts. NATIONAL 
Erectric Light AssocriATION BuLLeETIN, August, 1923, p. 503. 
Valuation 
Reproduction Costs Not Controlling. AppratsAL News, August, 1923, 


p. 197. 
RAILROADS 
Accounting 
Accounting Changes Suggested by the Supreme Court Valuation Decision. 
ELectric RAILWAY JOURNAL, August 25, 1923, p. 281-2. 

Cunningham, William J. Co-operation Between Accounting and Other 
Departments: Abstract. Ramway Review, August 25, 1923, p. 284. 
MacRae, T. B. Freight Accounting in the North Shore. Exvectric RAIL- 

WAY JOURNAL, September 1, 1923, p. 329-32. 
Parks, Charles E. Educational Value of the Railway Accounting Officers’ 
Association. RAtLwAy Review, September 1, 1923, p. 318-21. 
Rates 
Railway Rates; a Means of Effecting a Continuous Check by the Use of 
Graphs or Charts. Cost ACCOUNTANT, August, 1923, p. 105-7. 
Valuation 
Corliss, Carlton S. Why of Railroad Valuation. MANUFACTURERS’ NEws, 
August 25, 1923, p. 5-6. 
RESTAURANTS, CAFES, ETC. 
Accounting 
Ideas for Refreshment Rooms, Hotel, Restaurant, Lunch Room, Tea Room, 
Coffee Shop, Cafeteria, Dining Car, Industrial Plant, School, Club, 
Soda Fountain. Chicago, Hotel Monthly Press, c1923. 376 p. 
RETAIL TRADE 
Stores Systems and Stock Records 
Efficiency in the Office. BusINESS ORGANISATION AND MANAGEMENT, 
August, 1923, p. 373-7. 
VALUATION 
Baldwin, H. G. Appraisals and Cost Accounting, Defines Uses of Ap- 
praisals. AMERICAN APPRAISAL News, August, 1923, p. 189-92. 


320 





